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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


FRIDAY, MARCH 2, 1951 


Untrep States SENATE SUBCOMMITTEE 
ON THE RECONSTRUCTION FINANCE CORPORATION 
OF THE COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in the caucus 
room, Senate Office Building, Senator J. William Fulbright (chair- 
man of the subcommittee) presiding. 

Present: Senators Fulbright, Frear, Capehart, Bricker, and Ben- 
nett. 

Also present: Senator Tobey. 

Theodore Herz, staff director; John T. M. Reddan, legislative coun- 
sel; James H. Foley, committee investigator. 

Senator Futsricgutr. Will the committee come to order, please. 

Mr. Roy Fruehauf, will you come forward, please. Mr. Landa and 
Mr. Condon, will you come along, please. 

[ think at the same time I will swear all three of you. Do you 
solemnly swear to tell the truth, the whole truth, and nothing but the 
truth, so help you God ¢ 

Mr. Fruenavr. | do. 

Mr. Lanna. I do. 

Mr. Conpvon. I do. 

Senator Futsricur. Will you identify yourselves carefully for the 
reporter, please. 

Mr. Lanpa. I am Mr. Alfonse B. Landa. I am here under sub- 
pena. 

Senator Funsricut. He is an attorney in Washington. 

Mr. Fruenavr. I am Roy Fruehauf, president of Fruehauf Trailer 
Co., and I am here under subpena. 

Mr. Connon. I am Arthur D. Condon. I am here under subpena. 
I am an attorney of Washington, D. C. 


TESTIMONY OF ROY FRUEHAUF, PRESIDENT, FRUEHAUF 
TRAILER CO. 


Senator Topry. Are you the only Fruehauf in the business? 

Mr. FruenAvur. No, Senator; there are two other brothers, older 
brothers, who are in the business also. 

Senator Toney. Mr. Chairman, my reason for asking the question 
is because in traveling around the way I do I notice all of these trucks 
going by with the name Fruehauf and I never knew whether they 
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were the name of a man. a concern, or a place. Now I am finding out, 
That name is good advertising. 


Mr. Frurnacr. Thank you. 

Senator Futsricur. Of course, the committee has your statement in 
an executive session of last year, I believe it was March 25, but we 
would like to put your statement in the record in open hearing, not 
only for the benefit of the committee, but so that other persons who 
are involved may hear this or have an opportunity to comment on it. 
We are trying to establish the facts about certain transactions that 
have occurred. 

I understand you have a prepared statement but that you do not 
have any copies; is that correct 4 

Mr. Fruenavcr. That is correct. 

Senator Funtsricutr. Ordinarily we accept the statement for the 
record without reading if there are copies enough to go around. 
However, because we are voing to ask other people that iS, Mr. 
Rosenbaum and others involved—to comment on it, [am afraid that 
I have to change my opinion about the necessity of reading it; other 
wise it cannot be commented upon, So if is agreeable to you I 
would like for you to read it. 

Mr. Fruenavr. | am here under subpena and I understand [I was 
called because of the complaint by the Lustron dealers that the Lustron 
Corp. is being wrecked deliberately by certain persons inside and out- 
side of the Governme ‘nt. 

In October 1948 our company entered into a contract to manufac 
ture and sell the Commercial Home Equipment Corp. 810 trailers 
for the sum of $4.414429.51,. to be used as an asse mbly line for ware- 
housing for the transportation of Lustron homes. 

Commercial had an agreement with Lustron for the hauling of 
homes from the plant at Columbus to sites where the homes were to 
be erected. 

In the Lustron operation there is no separate warehousing for the 
finished prefabricated parts. These parts are assembled on the trail- 
ers on assembly lines so that the trailers provide an assembly line plus 
warehousing and transportat ion for the project. 

The trailers were designed for that special job and have ho practical 
use for any other purposes. I want to emp yhasize that the cost of the 
trailers should not be applied just to tr: insport: ition of the houses, 
but should be apportioned to assembly line and warehouse cost as well. 
I say this because REC officials at times have criticized the tr: ansporti i- 
tion contract saying that it is entirely too expensive. Fruehauf is not 
a party to the transportation contract and had nothing to do with 
drawing it up, but in fairness T want to state that these critics do not 
realize that if the trailers were not used as an assembly line themselves 
and for warehouses the Lustron operation would require that those 
services be furnished in some other way and at considerable cost. 

The financing of the trailers as originally worked out between 
Fruehauf and Commercial was in accord with normal trade practices 
affording adequate protection to the vendor Fruehauf. Following 
demands by the RFC officials, Boardman and Fraser, in January of 
1949, for a greatly stepped-up program of production by Fruehauf, 
accompanied by threats to arrange that the contract be canceled unless 
Fruehauf comp shied, we did accelerate manufacture and delivery of the 
trailers with the result that the normal financing provided for was 
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jeopardized, accounting for the fact that my company has at stake 
a payment of $2,963,509.36 out of an original cost of $4,414,429.51, the 
amount of the unpaid balance of the purchase price of the trailers. 

I might add, Senator, that these figures are not necessarily accurate 
at this time, because this is at the time of my testimony in executive 
session. 

Senator Futsricutr. There has been no substantial change, however 4 

Mr. Frurnaur. Probably yes, some slight change. Probably there 
is some slight change. 

Senator Futpricur. Commercial you mean has paid you something 
on that contract / 

Mr. Frurnacur. I believe there has been some payment since then, 
but I cannot recall the exact amount. 

If Lustron ceases to operate or to use trailers in its operation, and 
since the trailers had no other utility, Fruehauf faces the probability 
of a substantial loss. 


There again. Senator, I would like to make a correction. The situ- 
ation has changed materially since then, and we are prepared at the 
present time to convert the trailers to commercial use, ind we do not 


anticipate any loss. However, that can be attributed to changing 
times and conditions. 

senator iy LBRIGHT. You mean you can take those trailers and con 
vert them to other uses now and come out whole ? 

Mr. Frurnaur. Yes: sure. 

Senator Torry. What is the new burden going to be? What is the 
package you are going to carry in them now that makes that possible / 

Mr. Fruruacr. We are going to convert them to standard com 
mercial trailers for hauling freight. 

Senator ToBry. How does that change the situation that was pres 
ent over a year ago, because that could alWays be clone, ¢ ould it not / 
Mr. Fruenat Fr. Yes, Senator, except that you had a material ad 
vance in material prices, costs have gone up consicdel ib V since these 
trailers have been manufactured so that part of the trailers have 

enhanced in value. 

The conference with the two RFC officials in J Wuary L948 took 
place in Cleveland at our plant. Moar. C. L. Schneider, vice president 
of Fruehauf and district manager of the aren concerned. was with 
me at the conteren e. Also, there were James Gott] eb, president ol 
Commercial; Paul Buckley, director of Lustron, and a vice president 
of Lustron named Davis. 

Boardman of the RFC insisted that the planned production of the 
trailers be doubled. He said that otherwise the other equipment for 
Lustron would be completed before there were sufficient trailers to 
commence the operation, Boardman Was very lhsistent. He said 
that if we would not double production he would arrange that the 
contract for manufacturing the trailers be given to another manu- 
facturer. 

I explained to Boardman and Fraser the two major difficulties. 
First, it would not be possible to double production without duphi 
cating the tooling, which would involve delay, and also an extra 
expense not contemplated at the time the contract was entered into. 

Second, I explained that our arrangement with Commercial for 
financing the trailers was in keeping with normal trade practices and 
would assure us, the vendors, that we would always have 40 percent 
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of the purchase price at hand before delivering the trailers to the 
purchaser. This depended upon staggered deliveries over a long 
™ riod of time, coupled with heavy weekly payments by Commerc ial 

» as to collateralize future deliveries. 

If the trailers were to be manufactured and delivered at a faster 
rate than originally provided for, unless the installment payments for 
the purchase of the trailers were correspondingly accelerated and in- 
creased, Fruehauf’s sec ity in that respect would be jeopardized. 

Boardman replied that I would have to find a w ay to double the 
production or the RFC would have the contract canceled; and, as to 
the financing, he said, “You know that the RFC is committed to spend 
$50,000,000 on Lustron, so you can count on being paid in full for your 
trailers and don’t worry about it.” 

Following this conference in Cleveland, I went to Columbus to in- 
spect the Lustron plant myself. I realized at once that the claims of 
the REC officials that Lustron would be ready for operation within 
2 months from that time were overoptimistic, and I told them so, 
adding that in my opinion Lustron would not be ready for at least 
6 months. 

After some further discussion with them on the subject of increasing 
trailer production, I told them that I would assure them that we woul d 
increase production not to the extent they demanded, but to a point 
where we all could be certain there would be suflicient trailers de- 
livered to meet the actual requirements of Lustron as production of 
houses commenced. Present at this conference were Boardman, 
Fraser, Davis, James Gottlieb, Buckley, Strandlund, and myself 
among others. 

We did materially increase product tion of the traile ‘rs as demanded 
by RFC. The fact that such a large percentage of the original pur- 
chase price of these trailers is still unpaid is attributable directly to 
the changes insisted upon by the RFC officials. 

The arrangements for commencing payments to Fruehauf call for 
weekly payments of $25,000. These payments are current as of March 
YO. 1950. 

Senator Fursricutr. Mr. Fruehauf, I realize you have been ill, and 
if these lights bother you too much I will have them turned off. I 
know that you have been ill. Do you want these lights off ? 

Mr. oes pHAuF. Are they going to keep on continu: rif ? 

Senator Futsricur. Well, they will adjust them to your conven- 
ae Do they bother you, sir? 

Mr. Frurnacr. Sh chtly. I unfortunately left my glasses at the 
hotel. 

Senator Futsrigur. Would you mind turning those lights off. He 
has had the shingles and is not feeling very well. 

Mr. eneacn Thank you very much. 

On the other hand, payments to Commercial under its contract with 
Lustron were stopped or reduced sometime before the receiver was 
appointed and rejected the contract. Commercial has accumulated 
sufficient cash from its transportation contract to be able to pay us so 
far. I understand that the receiver of Lustron has rejected the trans- 
portation contract between Lustron and Commercial, and in order to 
carry on the delivery of houses during the 30-day period of receiver- 
ship has negotiated a contract with Commercial on a basis lower than 
the rejected contract, thus further impairing Fruehauf’s security. 
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Commercial was formed for the purpose of entering into and carry- 
ing out the transportation contract with eee Under the terms 
of this contract which was dated September 1, 1948, and which was 
approved by the RFC Board, as is manifested by a resolution adopted 
by the RFC Board on December 20, 1948, a copy of which I have 
here, payments were made periodically by Lustron to Commercial. 
‘These payments constituted Commercial’s only source of income, and 
ceased some months before the receiver for Lustron was appointed. 

I do not know how much money Commercial has in the bank at 
the present time after making current payments to Fruehauf, to 
White Motor Co. for the tractors used in the transportation of Lustron 
homes, and for the expenses incident to the carrying on of Commer- 
cial’s business. I am certain that, whatever the amount is, it is a 
small part of the nearly $3 million representing the unpaid balance 
of the purchase price of the trailers owed Fruehauf. 

Senator Futsricur. Do you happen to know whether Mr. Buckley 
has ever paid his indebtedness to Commercial Home Equipment ‘ 

Mr. Fruenavr. I would think, Senator, that the answer is “No,” 
but I could not be positive of it. 

In the summer of 1949 I heard and read in magazines and news- 

papers many stories of Lustron difliculties. I began to keep more 
a sely in touch with Lustron developments. I visited the plant on 
June 15 and on July 14. I learned that in be tere r 1949 the RFC 
notified Carl Strandlund, the president of Lustron, that, unless a re- 
organization and change of management were alr into satis 
factory to the RFC, the RFC would take action designed to protect 


its interests. Parenthetically, I might say that I always under- 
stood that, having loaned the company $37,500,000, tl pve FC would 
have insisted upon complete authority to remedy the situation and 


shouk | have acknowle deed that the Mf h: id this author ity. 

The last part of the loan in pol nt of time was a loan of $2 million 
made in August 1949, tied to the appointment of a committee com- 
posed of Rex C. Jacobs and E. J. Hunt, of Detroit, named by the 
RFC to investigate Lustron management and make a report and 
recommendation to the REC. It was reported that these men are 
friends of Walter Dunham, a director of RFC, who is also from 
Detroit. 

Jacobs and Hunt looked over Lustron and made a report to RFC. 
| have been told that the cist of the report was that Lustron could 
be put on a payn if basis with proper management of the type that 
Jacobs could provide on the basis of his experien e in his own com- 
pany, the F. L. Jacobs C o.. Which at the present time manufactures 
automotive parts. 

In October Lustron submitted a proposed reorganization plan to 
RFC, which the RFC rejected on November 9, 1949, without stating 
the basis of its objections despite requests therefor. 

Realizing that the situation was getting more critical, I went to 
Columbus on November 14, 1950, and met with Strandlund and other 
Lustron officials. For many years our attorneys in Washington have 
been the firm of Davies, Richberge, Beebe, Landa & Richardson: and 
that firm has advised and counseled us in many different matters. 
Arthur Condon, who is associated with this law firm. was at this 
conference in Columbus. Also present were James Gottlieb, Howard 
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A. Buhse, a member of the banking firm of Hornblower & Weeks of 
Chicago and a director of Lustron. 

My purpose in going to Columbus at this time was to try to find 
out from Strandlund and others how he proposed to meet the situa- 
tion and to advise and assist him in any way that I could in order to 
protect Fruehauf’s $3,000,000 debt. Strandlund and his wife together 
owned 51 percent of the stock of Lustron, so that no voluntary cor- 
porate change could possibly take place without his participation. 

I kept in constant communication with Lustron and Commercial 
offici: iz and with our own representatives. From that time on, we 
have spent many hours each day on this matter, hoping to protect 
our $3,000,000 indebtedness. 

In December 1949, Lustron prepared a plan which was submitted 
to the RFC on January 6, 1950, which the RFC board rejected on 
January 11. It then became a matter of prime concern to all of us 
to learn, if possible, in what respect the plan was unacceptable to 
RFC, and what specific conditions the RFC required as a precedent 
to the continuation of the Lustron operation. 

A few days later I was informed by my counsel that the RFC 
officials stated to them that the RFC would have nothing to do with 
any Lustron proposal so long as Strandlund remained in control, but 
that with Strandlund out of control there would be no serious obstacle 
to working out an arrangement for going ahead. 

At about this time—on January 24, I think it was—I received 
telephone call in my Detroit office from Paul Buckley, a Lustron direc- 
tor. Buckley told me that the Lustron situation had come to a crisis, 
and he urged me to come to Washington that day. 

In compliance with Buckley’s urging, I flew to Washington that 
afternoon. I went directly to the Wardman Park Hotel, to the suite 
occupied by Schneider, one of our vice presidents, and James Gottlieb, 
head of the hauling company, Commercial Home Equipment, ar 
riving there at about 8 p.m. Buckley was in the suite with the other 
two when I got there and told me that there was only one man who 
could save the Lustron situation and that was a Washington attorney 
who had represented Buckley in several matters previously. 

After a few minutes Col. Joseph Rosenbaum entered the suite and 
joined the conference with Buckley and me. I had never met Rosen 
baum. but I had heard of him before about 2 years ago when some of 
our Fruehauf officials told me he was out at our office and wanted to 
represent us in some of our tax work. 

Senator Futsricut. Was Mr. Rosenbaum the one that Mr. Buckley 
said isthe only one who could save the situation ? 

Mr. Frurnavcr. That is correct, Senator. 

L know that reputable lawyers do not solicit business; so T refused 
to see him and told the other officials to have nothing to do with him 
and to get rid of him. Schneider and Gottlieb left the room, but 
Buckley remained with Rosenbaum and me. Rosenbaum told me that 
he absolutely could save Lustron through his friends at the RFC, 
Dunham and Willett, who he said were “in his hip pocket”; and he was 
confident that no one else except himself would be able to save Lustron. 
He said that he had made arrangements for Buckley and me to go with 
him the following morning to see Dunham and Willett at the RF( 

I replied that I would have to consult our own Washington counsel, 
and that I was certain I would not go unless Mr. Landa went with me. 
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Rosenbaum said that for me to take Landa was not a good idea. I was 
persistent on this point, and Rosenbaum said “All right”; that I could 
bring Landa. Rosenbaum then left the suite. 

James Gottlieb came on and showed me a letter which he said Rosen- 
maum had left with him. I read the letter. It was addressed to 
Rosenbaum, to be signed by Commercial, and provided for the imme- 
diate payment of a retainer to Rosenbaum of $25,000, with further 
future payments of an additional $75,000, Rosenbaum had not dis 
cussed the fee with me. 

The following morning, while I was still in Washington, I reported 
to Landa the details of my experience with Rosenbaum at the Wardman 
Park Hotel. At Landa’s suggestion, Buckley and James Gottlieb 
went with me to Landa’s office. I explained to Landa that James 
(rottheb had given me his verbal assurance that, so long as we were 
tremendously large creditors of Commercial, no moneys would be ex- 
pended other than in the normal course of business by Commercial 
without Fruehauf approval, which was one reason why Gottlieb con 
sulted me before entering into any agreement for Commercial for legal 


lees. Landa disap proved e mph atically ot Rose nbaum’ s propos sed eli- 
ployment and said that the entire proposal, including the approach, 
bore all the earmarks of the W ashington “fix.” Further, he told James 


Gottheb and Buck le by th at. as kK ruehaut’s couns sel, he would not only hol 
countenance the payment of legal fees of such a nature but that, if nec 
essary, he advised legal action be taken to prevent such payments by 
Commercial on the ground that they would be for an improper purpose 
and in fraud of the creditor, Fruehaut. 

At the conclusion of this conference with Landa, James Gottleb 
told me he would not employ Rosenbaum. — , 

That same day, while I was still in Washington, I received a tele- 
phone call from Rex Jacobs, whom | have mentioned previously and 
whom I know personally. Jacobs told me that I was making a mistake 
not to join forces with Rosenbaum, and that I had the wrong attorney. 
Before Jacobs got very far in his conversation, I interrupted him be- 
cause the re were some others with me and it would be embarrassing to 
continue the conversation, and I asked him if I could call him back. 
He said “Yes” and gave me the telephone number where I could reach 
him. ‘This tele ‘phone number was the number of Rosenbaum’s office. 

Later that day, in another telephone conversation, Jacobs elaborated 
on his advice that I would be foolish not totake Rosenbaum’s proposal. 
He said that we had the wrong lawyer, and that Rosenbaum and Dun- 
ham were pals and had worked many deals out together. He recited a 
list of RFC loans which he said had been negotiated by Rosenbaum. 
He told me that we would get nowhere with the Lustron matter unless 
we did employ Rosenbaum. 

Thereafter, Rex Jacobs telephoned me at least four times over a 
period of several weeks, sometimes in Detroit, and sometimes when I 
Was in other places, each time advising me that we would get nowhere 
without Rosenbaum and urging me to consent to his employment. 

Someone, possibly Jacobs, told me that, at Dunham’s insistence. 
Jacob: : salary as head ot a COr poration wlhiel 1) ihe cl ali RFC loan Was 
raised: from 340,000 to $75,000 with the approval of the RFC board. 
This was possib ly sales talk. 

After the January 11 re jection by RFC of the plan submitted | 
Lustron. I dee ided to do what I coule | toward meeting the R FC con 
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dition that the RFC would only agree to a plan if Strandlund was out 
of control of Lustron. I talked on the telephone with Strandlund and 
others interested, and as a consequence of my suggestion, a stock- 
holders meeting of Lustron was held in Columbus on or about January 
29, 1950, resulting in the signing of agreements representing nearly all 
of the voting stock of Lustron, ‘designating as attorneys in fact, A. S 
Blagden of W arren, Ohio, and Howard Buhse, with authority includ- 
ing proxies to work out an arrangement for the continuation of Lus- 
tron’s operations. Thus, the only RFC condition, so far as I had 
been able to learn by diligent inquiry from RFC officials, was com- 
plied with because Strandlund’s 51 percent of the stock was included 
in the powers and proxies referred to. 

The powers and proxies referred to in the foregoing paragraph were 
to run until March 1, 1950, unless previous to that date an agreement 
with the RFC was entered into. 

Immediately following this Columbus meeting, the proxy holders, 
Buhse and Blagden, accompanied by Glen A. Lloyd of Chicago, at- 
torney for Lustron, went to W ashington and advised RFC officials 
that the condition set by the RFC had been met in that these two 
proxy holders represented nearly 100 percent of the stock. The 
only stock not represented was a few shares owned by people who 
could not be reached by the time of the meeting. 

The proxy holders were advised by James L. Dougherty, general 
counsel of the RFC, and Chauncey Dodds, manager of the Loan De- 
partment of the RFC, to submit a concrete plan for continued opera- 
tion of Lustron. They said they would prepare such a plan as 
promptly as possible and would try to have the plan in the hands of 
the RFC within a week» The RFC officials advised that this would 
be sufficiently timely. A meeting was arranged for all interested 
persons in Lloyd’s office in Chicago on February 7, 1950 which I at- 
tended, called on behalf of the two proxy holders, to formulate a 
definite plan to submit to the RFC at the suggestion and request of 
the RFC. To meet RFC criticism of Lustron that for Lustron to 
operate profitably, houses had to be sold on a community basis, two 
men well known nationally in the field of community development 
were invited to and attended the Chicago meeting. They were Philip 
M. Klutznick, formerly United States Public Housing Commissioner 
and identified with various large-scale community developments in 
the Middle West, and William L. Flanders, formerly De sputy Di- 
rector of FHA and presently executive vice president of Fred F. 
French & Co., community developers in the New York area. 

A plan was agreed upon in principle which was designed to meet. 
all known RFC objections to previous plans. First, nearly all the 
stock, including Strandlund’s, was to be pledged with RFC and 
proxies had been given on this stock to two proxy holders. 

Second, the management of the plant was to become the responsi- 
bility of Fruehauf. I emphasized that Fruehauf would accept no 
stock or other compensation but was acting to protect his company’s 
$3,000,000. 

Third, the sales and distribution were to be undertaken by Klutz- 
nick and Flanders. We who worked on this plan estimated and 
agreed that with proper economies, no new cash would be needed, a 
factor which we knew should be most acé eptable to the RFC 
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The proxy holders wired the RFC asking for an opportunity to be 
heard before the board. Reply was received denying that request 
but advising that the plan be submitted to Dodds of the RFC. Ac- 
cordingly, appointment was made with Dodds, but before the day 
of that appointment the RFC on February 14 issued a press release 
announcing that the board had ordered the foreclosure of Lustron. 

This announcement of foreclosure had a devastating effect upon 
expectations for Lustron. I personally felt that the RFC directors 
could not have understood the extent of the harm of such an announce- 
ment. I felt that in the absence of information which I did not have, 
it was a very strange thing for the RFC to take this action while, 
at the RFC’s request, negotiations were going on between the RFC 
and the proxy holders’ group. 

I came to Washington immediately following the public announce- 
ment of foreclosure as did James Gottlieb, Buhse, Blagden, Lloyd 
and Conger. On the following morning which was February 16, 1950, 
as I recall, I went with our attorney, Mr. Condon, and conferred in- 
dividually with all available RFC directors. Four were available. 
Chairman Hise was reported home sick. 

I told each of them of Fruehauf’s position in Lustron and the 
jeopardy into which our $3,000,000 debt had been thrown by the 
action of the RFC in ordering foreclosure. I endeavored by ques- 
tioning to learn whether any additional information existed which 
yrompted such action by the RFC. No director voiced a reason except 
sie ea At this morning meeting, Dunham received me most cor- 
dially. He greeted me with the remark “Rex Jacobs is in town.” 

Senator Tosey. So what? What is the inference in that? 

Mr. Fruenavr. I do not know, Senator. 

He said he would welcome a plan for Lustron and in response to 
my question as to why the RFC had ordered foreclosure while our 
negotiations with RFC were in progress, he said that they were 
anxious to smoke Strandlund out. This sounded insincere to me 
because the RFC had known for at least 10 days that Strandlund 
along with practically all the other stockholders, had given proxies. 

In these forenoon conferences all four RFC directors expressed 
eagerness that a plan could be worked out which would save Lustron. 
At noon I returned for another conference with Director—— 

Senator Futsricut. You say four directors; which four directors? 

Mr. Fruenavr. If I recall correctly, they were Dunham, Willett, 
Gunderson, and Mulligan. 

Senator Futsrignt. And you did not talk to Mr. Hise that morning? 

Mr. Frurnavr. He reported out sick that morning. 

At noon I returned for another conference with Director Dunham 
by appointment, and with me were Condon and Blagden. At this 
conference Dunham’s attitude was directly in contrast to his attitude 
in the morning. 

Senator Futsrieut. That was on the morning of February 16? 

Mr. Fruenavur. Yes. He said that so far as he was concerned, 
there was no solution other than foreclosure. He was outspoken in 
his resistance to any suggestions, constructive or otherwise, to help 
Lustron. His statements became incoherent and irrational, he was 
adamant that Lustron must cease operation. 

I was completely puzzled at Geslein’s change of face until a short 
time afterward when James Gottlieb talked to me privately, that is, 








1176 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


out of hearing of the others in our group who were assembled to- 
gether in the offices of our attorneys. James Gottlieb told me that 
some days before he had given Rosenbaum a check for $10,000 for 
which he had obtained a receipt from Rosenbaum and an agreement 
that the check would not be cashed for 1 week. 

Gottlieb added that having heard my reassuring report on the morn- 
ing conferences with the RFC directors he was satisfied that he was 
wasting his money with Rosenbaum; that he went to Rosenbaum and 
obtained the check back. Gottlieb showed me the check and Rosen- 
baum’s receipt therefor, pointing out that he had just reclaimed his 
check in time, the week was up either that day or the next, and Rosen- 
baum would have been free to cash it. 

Then the reason for Dunham’s reversal of attitude was clear be- 
tween my 9 a. m. conference with him when he spoke in reassuring 
terms about Lustron, and my noon appointment with him when he 
was completely opposed to anything except foreclosure. Between my 
two visits to Dunham, Gottlieb had gone to see Rosenbaum and t: aken 
back his check. 

Later that same day the proxy holders and the rest of the group 
who were in Washington had a conference with Dodds, at which the 
Pp Jan was submitted which I have jus t referred to, the original copy 
of the plan being left with Dodds. The RFC General Counsel, 
Doughe nop Was present at this conference. One of the elements of 
the pl: in called for the use of a sum of about $1,019,000 representing 
a deposit securing payment of rent by Lustron. 

Dougherty informed us that this deposit had been transferred to 
the RFC a few days before. Here again I was faced with the situa- 
tion where having attempted in vood faith to meet the expressed 
objections of the RFC, one by one, to the plans submitted, a new 
objection appeared which the RFC had not mentioned before. 

In fact I thought it odd that the particular time when negotiations 
were pending, the RFC had arranged for the fund of $1,019,000 to be 
transferred and thus withdrawn from the financial picture of Lustron. 

The plan having been submitted to the RFC through Dodds, the 
conference adjourned, all present realizing that the plan was defi- 
cient to the extent of the $1,019,000 fund, which had been included in 
the plan, but which was no longer available. 

The night of this same day in Washington, as I was preparing to 
leave, John Gottlieb, a brother of James, who is said to be interested 
with James in Commercial, sought me out in the lobby of the Ward- 
man Park Hotel. He told me that he had lunched that day with 
Dunham, Willett, and Rosenbaum, and that Dunham and Willett had 
discussed the conferences they had had that day with me. 

As evidence of the truth—— 

Senator Funtsriesr. Mr. Fruehauf, was that the 16th of February? 

Mr. Frurnavr. No. This is a few days—a period of a few days 
elapsed in there, Senator. I would have to refer back here to my 
notes. 

Senator Funsricur. I believe your statement indicated it was the 
evening—— 

Mr. Fruruace. No; it could not have been the same day because 
this morning we were in Mr, Landa’s office. This particular day, the 
morning we spent with the RFC directors, and then the afternoon we 
spent with Mr. Dodds, the loan manager, and that night when we were 
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preparing to leave is when Mr. John Gottlieb sought me out at the 
hotel. 

Senator Futsrientr. Then that is not the 16th which was the day 
we have been discussing. I wanted to get it clear because Mr. Dun- 
hams office records indicate, I think on the 16th, that he did not have 
lunch with Mr. John Gottlieb, but on the contrary had lunch with Mr. 
Jacobs and Mr. Windham. 

Mr. Fruenavur. I have no knowledge whether he lunched with him 
or not, Senator. 

Senator Fuisrieur. All I was trying to place was the date Mr. 
Gottlieb told you he had lunch with Mr. Dunham, and I had thought 
it was the 16th. 

Mr. Fruenavur. I came to Washington immediately the following 
morning, February 16; that was the morning that IL went with ou 
attorney to see the REC directors. 

Senator Futsricgur. On the afternoon of the 16th did you confer 
with Mr. Blagden of the Federal Machine & Welding Co. ? 

Mr. Fruenaur. Well, he was in our group. We were in constant 
conference. I believe you are correct. We came on the morning of 
the 16th. That is correct. on the 16th, Senator. 

Senator Futsricutr. That is the same day ¢ 

Mr. Fruenaur. Yes, sir. 

Senator Fuupriautr. According to Mr. Dunham’s office records, Mr. 
Gottlieb was not correct in saving he had lunch on that day, the 16th, 
with Mr. Willett and Mr. Dunham, although he told you he did. You 
were hot present at the luncheon. were you! 

Mr. Frurnavr. No; we were busy all that day in conferences with 
the RFC. 

Senator Fursricur. Well, go ahead, Mr. Fruehauf. 

Mr. I’ Rt EHAUF. As evidence of the truth of his statement, John 
(rottlieb told me some of the details of my conversations with Dun- 
ham. These details could only have been obtained through Dunham. 
John Gottlieb said that he wanted to convince me that the only way 
to save Lustron was to bring Rosenbaum into the picture; that Rosen 
baum would guarantee results and now required 25 percent of Lustron’s 
stock as well as $100,000. LT asked if I could have the offer in writing. 
Sohn Gottheb said he would arrange to have Rosenbaum mail me the 
offer in writing to Detroit that meht. I never received such a letter. 

I returned to Detroit knowing that the petition for foreclosure had 
actually been filed in the court in Columbus and knowing also that the 
proxies held by Buhse and Blagden would expire March 1,a few days 
hence. 

Instead of affording the group a hearing before the RFC Board, 
REC officials advised us that the plan had been considered informally 
by the RFC Board and had been rejected. Further, a new condition 
was laid down by these officials, namely, that the Board would not 
now approve any plan unless it included new money in an amount 
sufficient to provide working capital. 

Before it was practicable to explore the possibilit ies for new money, 
which would necessitate a determination by the REC as to what the 
REC would be W illing to do as to its own financial posit lon in Lust ron, 
the March 1 deadline arrived, and the authority of the Proxy holders 
expired. At the same time the court in Columbus was hearing argu 
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ments on the appointment of a receiver at the request of the RFC and 
did appoint an operating receiver for 30 days beginning March 6. 

Since then I have not directly participated in any “plans for the 
operation of Lustron, but of course our concern is more urgent than 
before. I want to make it clear again that I repeatedly st: ited to RFC 
officials, Lustron officials, and everybody else concerned, that the 
Fruehauf Co. and I were willing to help out in the Lustron situation 
for the purpose of safeguarding our own $3,000,000, and that we 
wanted no stock and no compensation of any kind. 

This completes my statement as to my experience in the Lustron 
situation. The succession of new obst: icles which unexpectedly arose 
at each stage, injected by the RFC, which had the effect of defeating 
each successive plan submitted, combined with my experience with 
Messrs. Rosenbaum and Jacobs have been too coincidental to suit my 
way of doing business or my conception of how a United States Gov- 
ernment agency and its officials should conduct the Government’s 
business. 

My experience, as you see, lends support to the complaint made to 
this committee by the Lustron dealers, a complaint that T have heard 
often expressed elsewhere, that some RFC officials were determined 
all along to wreck Lustron unless they could get control for their 
friends, 

This is my first experience with our Federal Government in a mat- 
ter of this kind. I have found it an unpleasant experience. I know 
that with few exceptions the men who do the work of the RFC and 
our other Government agencies are doing a fine job and in many cases 
are in the Government at a personal sacrifice. Yet, as in this case, 
one faithless official can so manipulate the conduct of a transaction 
as to involve blameless associ: ates, 

I am heartened and appreciative that I have had the opportunity 
to speak to you gentlemen of the Congress and I feel that we have 
received the most considerate and attentive reception at all times from 
you gentlemen and other Members of Congress. I know that your 
interest is the only thing that can protect citizens like ourselves from 
the improper acts of Government officials, and at the same time pre- 
vent such officials from involving with them the great mass of Gov- 
ernment employees who are doing such a fine, upright job. 

In light of the circumstances surrounding the interference of the 
REC with our contract which I have alre: ady discussed, our company 
feels that the RFC is Fr to protect Fruehauf on its $3,000,000 
debt and has so advised the RF( 

Gentlemen, I have had many years of experience in the operation 
of manufacturing plants. As you now realize, I have spent a lot of 
time in the past “months studying the Lustron problem. I am con- 
fident, as are many other people, that Lustron has a product for 
which there is a wide demand, which can be sold at an acceptable price 
to the consumer, and which can be manufactured under proper man- 
agement at a price to yield a profit. 

Under proper management, Lustron would make enough money 
to assure the Government of the return of its $37,500,000 loan. Aside 
from the interest I have in this by reason of my company’s position 
with relation to Lustron, just as a citizen and a taxpayer, I hope sin- 
cerely that Lustron will not be permitted to close down. 
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Senator Topnry. As an observation, what you said about deploring 
the fact that in an organization a minority could spoil the good 
evidence of a majority. As I remember my school days the old Latins 
had a proverb that the bad apples spoil the good ones; one rotten apple 
in the barrel can spoil the whole barrel. Did you ever hear that? 

Mr. Frurnavr. That is right. That is very correct. 

Senator Tornry. It is some analogy, is it not? 

Mr. Frurnacr. It is very correct. 

Senator Fu.tsriegnt. Senator Frear, do you have any questions? 

Mr. Rosenbaum, would you like to make any comment upon Mr. 
Fruehauf’s statement at this time? 

Mr. Rosenpaum. Yes, I would. 

Senator Fu.sricur. Would you mind, Mr. Fruehauf, stepping 
aside for a moment. We would like to hear what Mr. Rosenbaum 
has to say about this statement. 

You have been sworn, have you not, Mr. Rosenbaum ? 

Mr. Rosensnaum. Yes, sir, I have. 


TESTIMONY OF JOSEPH H. ROSENBAUM, ATTORNEY, WASHINGTON, 
D. C.—Resumed 


Senator Futsricnt. Is the statement you have just heard correct ? 

Mr. Rosenpaum. No, sir, this statement is not correct. I have pre- 
viously denied that I ever discussed the question of fees with Mr. 
Fruehauf. I have previously denied that I ever—— 

Senator Futsricghr. Do you deny it now 4 Let us see what we 
can point out as to our differences. Do you deny it now? 

Mr. Rosensaum. I deny it now. 

Senator Futsrigut. Will you specify exactly the details? 

Mr. Rosensaum. First, I wish to deny that I discusse ‘d the question 
of fees with Mr. Fruehaut. 

Secondly, I wish to deny that at any time I said I had Mr. Dunham 
and Mr. Willett in my hip pocket or ever had anyone in my hip 
pocket. As I stated before, I do not even know Mr. Dunham; I 
never met him, I never talked to him, and I could have hardly had 
lunch with him if I never met him or talked with him. 

I wish to point out, Senator, that your report says on page 11, in 
the second paragraph: 

According to Fruehauf, Rosenbaum said his fee for this service was to be 
$100,000. 

It is my understanding from what Mr. Fruehauf said this morning, 
under oath, that “Rosenbaum never discussed fees with me.” I would 
just like to make that point. There is apparently a discrepancy be- 
tween the wording of the report and Mr. Fruehauf’s statement this 
morning. 

Senator Futsrient. Just what is that discrepancy ? 

Mr. Rosenspaum. The report says: 

According to Fruehauf, Rosenbaum said his fee for this service was to be 
$100,000. 

That is from page 11 of the report. 

Mr. Fruehauf stated this morning in his statement that “Rosen- 
baum never discussed fees with me.” 
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Senator Futsrigur. Did you discuss fees with Mr. Gottlieb? 
Mr. Rosennaum. Mr. Gottlieb and Mr. Buckley. 

Senator Futsricur. Well, is not that statement in the report con- 
sistent with the fact that Mr. Fruehauf obtained knowledge of that 
discussion from Mr. Gottlieb / 

Mr. Rosensaum. Well, Senator, that is not what the report says. 
The report says: ' 
According to Fruehauf, Rosenbaum said his fee 


Senator Futsricur. It does not say that Rosenbaum said to Mr. 
Fruehauf. It just says you said. 

Mr. Rosensaum. The inference is clear, Senator. I just wanted 
to point out that 1 never discussed fees with Mr. Fruehauf. 

Senator Fursricur. 1 do not think in the report—at least it did 
not occur to us—that it was particularly significant whether you said 
it to Mr. Fruehauf or whether you said it to Mr. Gottlieb, “Do you 
deny that you did discuss fees with Mr. Gottlieb / j 

Mr. Rosenpaum. No, sir. 

Senator Fuipricur. Did you ask for $100,000 in case you were 
successful 4 

Mr. Rosennaum. In working out the reorganization of Lustron / 

Senator Futpricur. Yes. 

Mr. Rosenpacum. On behalf of Commercial Home Kquipment 
Corp. / 

Senator Futsricur. Yes. 

Mr. Rosennaum. Yes, sir; certainly. 

Senator Futsricur. That is the only point we sought to make. 

Mr. Rosenpaum. As an attorney 1 am entitled to charge a fee for 
my services, 

Senator Funtsriciur. [am not criticizing the amount of your fee. 
I only sought to make the point asa factual matter. 

Mr. Rosrennaum. I was just raising this point, Senator 

Senator Futsricur. Well, I am unable to see a significance, but 
it 1s perfectly all right. 

Mr. Rosensaum. May I make another comment’ Mr. Fruehauf 
stated that I was out at his office. I have never been at Mr. Fruehauf’s 
office in my life. 

Senator Fuiericur. What office? I did not catch that. 

Mr. Rosennaum. Yes: Mr. Fruehauf stated that I came out to his 
office. LT have never been at his office in my whole life. 

Senator Futsricur. Has any representative from your firm ever 
been at Mr. Fruehauf’s office / 

Mr. Rosenpaum. Yes, sir. 

Senator Futsricur. Who was it / 

Mr. Rosensnaum. My brother. 

Senator Funpricur. What is his name / 

Mr. Rosensaum. Frank. 

Senator Futsricnr. Frank Rosenbaum 4 

Mr. Rosensaum. Frank Rosenbaum: yes, sir. 

Senator Futsricur. Perhaps he may be confused. Tam only seek- 
ing the truth. Does Mr. Frank Rosenbaum look like you‘ 

Mr. Rosennaum. Well, he is probably better looking. 

Senator Fuusricur. I do not want to cause any family troubles. I 
Oo) 1\ meah was it possible th it he might confuse the two of you and 
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Mr. Rosensaum. There is that possibility. He made the statement 
I had been at his office and I was not there. I am just pointing out 
these discrepancies. 

Mr. Fruehauf said that Mr. Jacobs had told him a list of RFC loans 
that we had handled. I wonder if Mr. Fruehauf remembers anv of 
the names, just as a matter of corroboration. . 

Senator Fursricgur. | do not know. Do you remember any of the 
names, Mr. Fruehauf / , 

Mr. FRUEHAt r. I do not recall at the present time. It has been 
quite some time ago 

Mr. Rosennaum. Since Mr. Jacobs would have no way of knowing 
what REC loans we handled and Mr. Fruehauf cannot remember the 
names of any, | just wish to bring that out as to the statement itself. 

Senator Ft LBRIGHT. Well vou told the committee vourself, | believe. 
that vou did handle quite a list. I think you said you obtained 12 
loans and had 18 turned down, that is, you had favorable action on 
lv and unfavorable action on 18. Is that correct ? 


Mr. Rosennaum. Yes, sir. It might interest you to know, Senator, 
just as a matter of fact. that in the RFC report issued for last year 
they state that they approved 55 percent of the loan app! cations of the 


10.000 loan applications which came before them. and our record falls 
considerably short of that. 


Senator Funsrigutr. Mr. Rosenbaum, that question is not at issue 
now. ‘The question is merely whether or not someone has said Mr. 
Rosenbaum handled a number of cases and suecesstul cases, 

You explained the eiretbstances of your Cases qu Le learly, the 
other dav. and that they were good loans, and so on. No one cor 


tested that particular aspect of it. 
Gro ahead. 


Mr. Rosensaum. With respect to the question of the check for 
£10,000, that story is incorrectly told by Mr. Fruehaut 

Senator Fursricir. Would you care to tell us the story? 

Mr. Rosexnaum. [would be gladto. Mr. Buckley and Mr. Gottlieb 


and | had been discussing this Lustron proposed reorgat ‘tion where 
I would represent the interests of Commercial Home Equipment Cor P 
and their interests only. When Mr. Buckley and Mr. Gottheb signed 


the letter of retainer. finally signed the letter of retainer, they asked 
me to hold up depositing the check. There Was no time timit on 


holding it up. There was no week involved. 

Senator Futsricur. Well, how long did vou think that you should 
hold it up! 

Mr. Rosennacm. As long as they asked me to. I know Mr. Bue 
and | had done business with him. 

Senator Futsricntr. But they did not give you any specific time / 
Mr. Rosennaum. There was no week involved, and it was my unde 
standing of Mr. Fruehauf’s statement that the check was picked up 
hefore he left Washington is incorrect. It is my understanding the 
check was picked up the day after he left Washington. 1 think that 

can be borne out by the records. 
Now, Senator, there is one other point IT would like to make 
Senator Futsricut. Let us be a little more specific on that, because 
it is a rather significant point. 
Did Mr. Gottlieb give you a check for $10,000 ? 
Mr. Rosennaum. Yes, sir; on February 10. 
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Senator Futsrieur. February 10. 

Mr. Rosensavum. Yes, sir. 

Senator Futsrienr. And you were to hold it for an indefinite time. 

Mr. Rosenpaum. Yes, sir. 

Senator Futsricut. I will hand you the check. Is this a photostat 
of that check? 

Mr. Rosensaum. Yes, sir; that appears to be. 

Senator Fursricut. And I believe you furnished the form for 
making it out. 

I would like to put the check in the record at this point. 

(The check referred to is as follows :) 


& 10,000, 00 
CORPORATION 


SOODWIN, ROSENBAUM, MEACHAM & GAILEW 


4 
A 
8 | 
3 
5 


| 





Senator Futsricut. How long did you hold it? You held it from 
February 10 until February what? 

Mr. Rosennaum. It must have been about a week later or so. 

Senator Funsrient. Mr. Fruehauf said the morning of the 16th. 
That is approximately 6 days. 
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Mr. Rosenspaum. That is approximately correct; but, as I under- 
stand it, Mr. Fruehauf left Washington, and on the following day 
Mr. John Gottlieb came down and picked up the check. 

Senator Futerient. Well, I want to be specific. There is wher 
you say you differ from Fruehauf. Mr. Fruehauf says he picked 
up the morning that he was there, and you say it was the next day. Is 
that correct ? 

Mr. Rosensaum. That is correct, s 

Senator Futsricur. Do you have anything that would lend sup- 
port to that ? 

Mr. Rosenraum. Yes, sir. If you will call Mr: John Gottlieb, I 
believe he will so testify. He would be the one that would testify on 
that point. 

Senator Futsricut. He did personally pick it up at your office / 

Mr. Rosenspaum. Yes, sir; Mr. John Gottlieb. 

Senator Futsrigut. W hy did he pick it up! 

Mr. Rosensaum. Why did he pick it up? 

Senator Futericur. Yes. 

Mr. Rosennaum. He came into the office and asked me if he could 
have the check back. 

Senator Futsrienr. Yes? And why? 

Mr. Rosensaum. I did not ask him why. 

Senator Fursrienr. He would not just come in and say, “Give me 
the check,” and say nothing else, would he ? 

Mr. Rosennaum. The check had not been given to me originally, 
and I had been asked to hold it up, not deposit it. In accordance 
with those instructions, I did not deposit it. When a re presentatlve 
of a client came in and said he would like his check back, I me rely 
gave it to him. 

Senator Futsrieur. Would not your normal curiosity say, “Well. 
why do you want it back?” I think that would be a natural thir 
for you to do. 

Mr. Rosennaum. Well, sir, I just did not do it. 

Senator Fursrient. Is $10,000 such a minor matter in your opin- 
ion that you did not care or ” wanted to pick it up ? 

Mr Rosensaum. Well, sir, in my een. as an attorney, if 
a client wishes to ask me to hold up a check : and then wishes it ré 
turned, it is not my business to question him, sir. 

Senator Funpricur. Oh, yes. But still, even though you are a1 
attorney, you have some of ‘the human weaknesses, and I think vou 
might have had a little curiosity to know why he wanted that $10,001 
check back. 

Mr. Rosenpaum. That is right. I did not ask him. If he wanted 
it. back, it was his money and he is entitled to it. He ran in and he 
ran out of the office at a great rate of speed. 

Senator Fu.sricur. Not even to this day do you know why he 
wanted it back? 

Mr. Rosensaum. I never discussed it with him. 

Senator Tonry. Where did he go? 

Mr. Rosenspacum. He came in and did not take his coat off, and he 
said he was in a big hurry and could he pick up the check, and I gave 
him the check right back. Then he ran out of the office in a great 
dither. 

Senator Frear. Did he give you any information that he had just 
been talking with Mr. Fruehauf? 


r 


‘ 
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Mr. Rosensaum. No, sir. I did not ask him any questions. 

Senator Frear. He just walked in and said, “I want the check, 
and you handed it to him and he ran out ¢ 

Mr. Rosensacm. Well, as an attorney that is my duty. 

Senator Frear. But is that the fact? 

Mr. Rosensaum. Yes, sir; that is the fact. 

Senator Torry. I suppose he discovered he did not have $10,000 
to his credit in the bank and wanted to rectify it. 

Mr Rosensaum. That may well have been. I do not know. 

Senator Futsricur. That is sort of a curious incident, do you not 
think? 

Mr. Rosennaum. It might be, but that is a fact. 

Now, Senator, in connection with 

Senator Fursricur. Before you move on, will you identify this 
letter of February 10? 

Is that an accurate copy of the letter? 

Mr. Rosennaum. It appears to be, but T have not read it vet. 

Senator Futsricur. Well, read it. You can read it out loud if you 
like, and then we can see. It is not long. 

Mr. Rosensaum. This is a letter dated February 10, 1950, to Good- 
win, Rosenbaum, Meacham & Bailen, 824 Connecticut Avenue NW., 
Washington 6, D.C. [Reading :] 


GENTLEMEN: As we had advised vou, we have an existing contract with the 
Lustron Corp., of Columbus, Ohio, whereby we leased to that company trucks 
and trailers which transport Lustron houses from the factory to the site. This 
contract has approximately 445 vears to run. 

Our unpaid obligations incurred as a result of the purchase of the trucks 
and the trailers referred to above are in excess of $4,000,000. We have therefore 
a very substantial interest in the continuation of Lustron and a real desire 
to see Lustron made a success 

We wish to retain your firm, work on the Lustron matter, and to use your 
best efforts to work out some plan satisfactory to us and to the Reconstruction 
Finance Corporation to accomplish the maximum benefit to the assets and 
operations of this company. This can best be accomplished by the continuance 
of housing manufacturing operations of the Lustron Corp 

For your services in undertaking this matter, we hereby hand you our check 
in the sum of S10.000; and, if the matter is worked out to our satisfaction, 
we agree to pay you an additional fee of S90,000, payable $40,000 at the time 

acceptable plan is effected and $25.000 a vear for 2 years thereafter 

We agree to cooperate with you fully and furnish vou with all data and in 
forination which we have in our possession relative to this matter. 

Very truly yours, 





CoMMERCIAL HOME EQUIPMENT Corp. 


The actual letter of retainer was signed by James Gottlieb as presi- 
dent. although this ¢ Ops does not show th: AT. 

Senator Futsricut, And at that time they gave you the $10,000 
check, and that is the check to which we have been referring ? 

Mr. Rosennacm. That appears to be the check: yes, sir. 

Senator Funtsriant. The agreement that they could take it back was 
a verbal agreement. There is nothing about that: is that. right? 

Mr. Rosenrnaum. That iscorrect. It was in effect deposited with me 
as custodian. 

Senator, may T raise another point ? 

Senator Frear. May I ask just one question? Do you know where 
this letter was typed? 

Mr. Rost NBAUM. This letter was probab ly typed in my office. 

That is the usual form of retainer. 
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Senator Frear. You answered the question. ‘That is all right. 

Mr. Rosennaum. Now, Senator, there were present at the meeting 
between Mr. Fruehauf and myself a third gentleman, Mr. Buckley, 
who can testify directly as to what was said. 

Senator Fu.isriegnt. Which meeting are you talking about? 

Mr. Rosensaum. The meeting with Mr. Fruehauf that Mr. Frue- 
hauf talked about that I made these statements, these alleged state- 
ments about the hip-pocket business. Now Mr. Buckley can testify 
directly as to what was said at the meeting, and I feel he should have 
been called in an effort to arrive at the truth, as the third party present, 
since there is a direct divergence between what I say and what Mr. 
Fruehauf says. 

Senator Futsrigur. That divergence is just now becoming appar 
ent. How did I know 

Mr. Rosennaum. That is not quite correct, nents In mv pre- 
pared statement, which I read a week ago, I stated that I had neve: 
made this statement that I had anyone in my hip pocket, and that I 
did not discuss fees with Mr. Fruehauf, so there was a direct con 
flict between the applications of Fruehautf and mv statement a week 
ago, 

Secondly, Mr. Fruehaut’s statement, as I understand it. was read 
in executive session, and this was a rereading. 

Senator FULBRIGHT. He testified at some leneth In executive ses 
sion. I donot know whether this Is an exact copy. 

Senator Tory. No: it isnot. I have been followin o it. 

Senator FuLsrient. In any case, that is a customary procedure. 

Mr. Roser NBAUM. Senator, where there are two peop le m: aking ay 
rectly contradictory statements and there is a third person present 
who ean testify from first-hand knowledge, I appeal to your fairness 
that he should have been called to testify as to what was said. 

Senator Futsricutr. Well, we will be glad to hear him. 

Mr. RoseNBAt M. Well, | cannot subpena him. You Cal. ] Cal 
hot. 

Senator Futsrienr. Are you requesting the subcommittee to sub 
pena him ¢ 

Mr. Rost NBAUM, Yes, sir. There has been a clirect statement here 
that I said so-and-so. 

Senator Futsriair. We will be glad to do it. 

Mr. Rosennaum. Further, Senator, Mr. Rex Jacobs, who is present 
In this room, was supposed to have said, according to Mr. Fruehauf’s 
statement, that he, Mr. Jacobs, strongly urged acceptance of the 
Rosenbaum proposal, this alleged $100,000 fee proposal; and, since 
Mr. Jacobs is here and he is supposed to have urged it. it would 
seem logical that Mr. Jacobs be asked if he did urge it. 

Senator Futsricutr. Mr. Rosenbaum, we fully intend to do that. 
We are just giving you the first op portunity to comment on it. He 
will be given an op portunity to comment on that and on the other 
statement that he is alleged to have been a witness to. 

Mr. RosenpatM. Senator, may I make a suggestion which may be 
somewhat out of order, but I notice you followed it during the course 
of one of the prey ious days. 

Would it be possible for some committee counsel and myself to get 
Mr. Buckley on the phone, call him, and have the committee counsel 
ask him did I say the hip-pocket statement and did T ask for any 
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fee. It might clarify it without going through all of this business. 

Senator Futsrigut. Do you know where he is, Mr. Rosenbaum ? 

Mr. Rosensaum. All I know is he is supposed to be in New York. 

Senator, we might be able to clarify it 

Senator Futsricnt. Mr. Rosenbaum, some of the members think, 
from what they have seen here, that they would rather have his full 
presence. I assume that would be satisfactory to you. 

Mr. Rosensaum. Senator, that would be very satisfactory, sir. 
May Iaskthis. Mr. Buckley, I believe, testified in executive session, 
and it is possible that he covered some of this in his testimony. 

Senator Futsrieut. He did testify, but I do not think this point was 
at issue at that time. It was on other matters, particularly his rela- 
tions to Commercial. 

Mr. Rosenzaum. Of course, I do not know what he testified to in 
executive session. 

Senator Futsricut. This might throw some light on it, Mr. Rosen- 
baum. ‘This is from the executive session hearing on Friday, April 
14, 1950, concerning the date of the check being picked up. This was 
said at that time [reading]: 





Mr. GoTrrLeIs—— 


This is Mr. James Gottlieb. 

Mr. Rosensaum. Mr. James or Mr. John? 

Senator Fursricut. This is Mr. John Gottlieb that we were ex- 
amining. 


Mr. Gortiies. I walked over to his office— 
Well, we will go back. 


Mr. Meaper. You picked up the first check from Rosenbaum, as you explained, 
because an operating receiver had not been appointed. You did that per- 
sonally? 

Mr. Gottiies. I walked over to his office and just picked up the check. 

Mr. Meaper. And you cannot fix that date very well, I suppose? 

Mr. GortLern. No; I could not tell you if my life depended on it, but I imagine 
he would have a record of it. 


That was on page 16. Skipping to 25: 


Mr. Meaper. I think if we could have all the checks and letters in regard to 
this matter- 

Mr. Gorriers. Well, I will tell you what, Mr. Meader. I might make this 
suggestion: Suppose when I leave here I go over to Rosenhaum’s office and ask 
him to furnish you a copy of that letter, and we would be happy to furnish you 
a photostatic copy of the check. 

Mr. Meaper. I am interested primarily in the dates. 

Mr. GorrLets. Well, we will either have both of those checks or we have 
the canceled checks. 

Mr. Meapver. Well, if I might suggest I would rather you get what you have 
in your own files without going to Mr. Rosenbaum. When we want something, 
I think we should go to Mr. Rosenbaum ourselves rather than ask you to get it. 

Mr. GorrLies. Well, after all, he is my counsel; and I know that he would 
be very happy to give you any records of ours. I mean, if I authorized him to 
give you any of our records, I am sure he would be more than happy to do it. 
I just want to save some time. 


This would indicate that you and Mr. Gottlieb did discuss the matter 
and refreshed your memories about the matter at the time it was picked 
up. did you not? 

Mr. Rosenspaum. Yes, sir. 

Senator Fursricnr. Have you talked to Mr. Buckley about this 
matter? 
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Mr. Rosensaum. He called me about it after the report came out. 

Senator Futsricut. When? 

Mr. Rosensaum. After the report came out. 

Senator Futsricut. You conferred with him about this statement 
already. 

Mr. Rosenpaum. Yes, sir. He called me and wished to tell me that 
I did not discuss fees with Mr. Freuhauf and I did not use the words 
“hip pocket.” 

Senator Fursricnt. Did you mention Willett and Dunham at all? 

Mr. Rosenspavum. I did not, sir. 

Senator Futsricnt. You did not mention Mr. Willett alone? 

Mr. Rosensaum. No. 

Senator Futsricnt. Did you mention any others in the hip pocket ? 

Mr. Rosennacm. Any what? 

Senator Futsricur. Did you do anything to indicate you might 
have influence, or say anything ? 

Mr. Rosenpaum. No, sir; he told me that he stated I distinctly never 
used the word “influence.” 

Senator Tosry. I think we ought to be more specific about that hip 
pocket, whether it is the right or the left. It is not very detailed, 
Senator. 

Mr. Rosensavum. I also wish to deny that at any time I asked—I 
believe it was according to Mr. Freuhauf’s statement that it was one 
of the Gottliebs—that I wanted 25 percent of the company’s stock. 

One more thing, Senator. Would it be possible to put Mr. Buc ‘kley’s 
testimony in executive session into the record, since it covers part of 
this conversation ? 

Senator Futsrient. I think so. 

Would that be satisfactory to you, rather than have Mr. Buckley 
here? Isthat what you mean, or do you want both ? 

Mr. Rosenzaum. I do not know what is in the executive testimony, 
Senator. 

Senator Futprient. What part do you want in? 

Mr. Rosennaum. Any part relating to the question of fees that 
were supposed to have been discussed at the meeting, or any part relat- 
ing to any testimony or any statements that I was sup yposed to have 
made about having influence or having anyone in my hip pocket. 

Senator Futsricntr. Yes; I think that woul 1 be proper. We can 
have the staff go over it and pick out any pertinent points. 

Is there anything else? 

(An affidavit supplied by Paul O. Buckley on March 7, 1951, i 
follows :) 

Marcu 7, 1951. 
Hon. J. WILLIAM FULBRIGHT, 


Chairman, Subcommittee on the Reconstruction Finance Corporation, 
United States Senate, Washington, D. 

DEAR SENATOR FULBRIGHT: Mr. Roy Fruehauf testified before your subcom- 
mittee on March 2, 1951. 

In said testimony Mr. Fruehauf made the following statement: 

“Rosenbaum told me that he absolutely could save Lustron through his friends 
at the RFC, Dunham and Willett, who he said were ‘in his hip pocket’; and he 
was confident that no one else except himself would be able to save Lustron.” 

I have been requested to furnish you with a statement concerning the above 
testimony. 

I was present at the meeting at which Mr. Fruehauf says such statement was 
made, 
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Mr. Rosenbaum never made such a statement to me or to any other person 
in my presence. 
Very truly yours, 
PauL O. BUCKLEY 
STATE OF New YORK, 
County of New York, ss: 

I, Paul O. Buckley, being first duly sworn, depose and say that I have read 
the statements contained in the foregoing letter signed by me and they are true 
to the best of my knowledge and belief. 

Pau O. BUCKLEY. 

Sworn to before me this 7th day of March 1951. 

JAMES ALDEWERELD, 
Notary Public, State of New York 

Term expires March 30, 1952. 

Mr. Rosensaum. That is all, Senator. 

Senator Futsricur. Mr. Rosenbaum, after that check was picked 
up did you then later receive another chee KE 

Mr. Rosenpaum. Yes, sir; on February 23, 1950. 

Senator Funtsriaur. I hand you a ok Will you identify this, 
please? Is that the check? 

Is that a photostat of the check ? 

Mr. Rosensaum. Yes: it appears to be. 

Senator Futsricur. Will you identify this document, please ? 

Mr. Rosensnaum. That would be an invoice of the Commercial Home 
Equipment Corp. for a retainer of $10,000 in accordance with the let- 
ter of February 10. 

Senator Fu.aricut. I may state that this check is dated February 
23, 1950, written on the Central aoe Bank, Chicago, I1., signed 
“Commercial Home Equipment Co., by James Gottlieb, president,” 
payable to Joseph H. Rosenbaum. Is this in performance of that 
February 10 agreement, the original agreement ? 

Mr. Rosennacum. The February 23 check ? 

Senator Futsricutr. Y es. 

Mr. Rosenspaum. Yes, s 

Senator FuLpricur. oy ihn words, if I understand it correctly, 
this is simply a reinstatement of that first check and for the same 
purpose; is that correct / 

Mr. Rosennaum. Yes, sir. You see, the client never picked up the 
retainer letter. never canceled the retainer letter. 

Senator Funsricur. The retainer letter stayed in_ effect—the 
retainer agreement stayed in effect—— 

Mr. Rosennaum. Yes, sir: the ‘v never picked it up or asked me to 
tear it up, return it, or anything. 

Senator Fursricur. Then did you notify them that out of that 
agreement the V had to give you $10,000 7 

Mr. Rosenpaum. No, sir: they came back in and asked me to try 
and work out this reorganization plan. 

Senator Fuisricur. I wish these documents both to go into the 
record. 

(The material referred to is as follows :) 

Senator Fuusricur. At that time did Mr. Gottheb explain why he 
picked up the $10,000 check before ? 

Mr. Rosennaum. No, sir. 

Senator Futsricur. Did he not come back and apologize for his 
having made a mistake when he picked it up? What did he say? 
Did he never refer to the incident of picking up that $10,000 check ¢ 
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Mr. Rosenpaum. Not particularly. 

Senator Futsricnr. Well, did he sort of casually 

Mr. Rosennaum. I do not remember, Senator. If he did, it made 
so little impression I do not remember. 

Senator Futsricur. Have you ever returned this second $10,000 to 
Commercial Home Equipment 4 

Mr. Rosenspaum. No, sir; I have not. 


ern ennnperenensininnnnnnntnannnnnns 





Senator Futsricur. Did you keep that? 

Mr. Rosenspaum. Yes, sir. 

Senator Fursricutr. What did you do to justify keeping that 
S1LO.000 ¢ 

Mr. Rosensaum. Worked my head off. 

Senator Futsricur. Doing what ¢ 

Mr. Rosennaum. Trying to work out a plan to reorganize the Lus- 
tron Corp. 
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Senator Futsrient. After February 23? 

Mr. Rosensaum. Yes, sir. 

Senator Futsrient. Could you tell us a little of what you did? 

Mr. Rosensaum. Yes, sir. After February 23 the problem all along 
in the reorganization of Lustron was to me apparent, that there were 
two things needed. One was good management, as far as production 
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its faith in its ability, should contribute new capital to the enterprise. aan 
Those were the two cardinal principles that I believed should be in- oe 
volved in this corporate reorganization. 4 at 
A plan was casually worked out which involved meeting those con- ' -. 
ditions, and was submitted to the RFC. You will recall, Senator, that ital 
in my prepared statement I stated that I had had two meetings with in 83 
Messrs. Gunderson and Willett, and one meeting with Mr. Willett, and sah 
that had been the extent of my dealings with him. Those two meet- +) 
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ings were meetings which involved a proposal whereby new manage- 
ment would come into the company and put in the sum of $3,000,000, 
upon the basis of a readjustment of the debt structure of the 
corporation, 

A very careful and detailed plan was worked out and submitted to 
the R FC which involved the rese: aling of the debt oper ations which 
showed how manufacturing costs could be cut down so that the houss 
could be manufactured at a reasonable price and would show how the 
sales could be stabilized and made so that the company’s product could 
be sold. 

I might say, Senator, that far from having any alleged influence 
with the RFC, that when we submitted a plan which involved putting 
in $3,000,000 and substantial new management we could never even 
get the RFC to act on it, and finally, after a month of wishy-washiness, 
the client fin: ally withdrew. 
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Senator Futsriautr. Who was your client ? 
r. Rosenpaum. We represented Commercial Home Equipment 

Co ». They had arranged for the introduction into the picture of Mr. 
Croamm and Mr. Klutznick. 

Senator Futsrigur. Mr. Klutznick was already in the picture in 
that original offer that was referred to a moment ago, was he not 4 

Mr. RosennaumM. So it is stated, but the introduction of Mr. Crown 
was the means of providing this $3,000,000 of new capital into the 
picture. 

Senator Futsriaur. Did you reduce this offer to writing ¢ 

Mr. Rosennaum. There was submitted an offer in writing: ves, sir. 

Senator Futsricur. To the RFC? 

Mr. Rosenpaum. Yes, sir: and we could never get the RFC to make 
a definite stand on our proposal, although it seemec o me they should 
have welcomed us with open arms. 

Senator Tonry. Did you, Mr. Rosenbaum, as 1 deliberated this 
matter, and in view of what you have just said, ever h ave the thought 
come into your mind that perhaps the RFC Directors, or a part of 


them, were not so interested in seeing Lus  n get back on its feet 
and become an honest-to-God bona fide pro. cing company again, as 


they were to wreck the compals and “ it out of business pro bono, 
somebody unknown ¢ 

Mr. Rosennaum. No, sir; my impression cas that they were 
confused. 

Senator Toney. I will say they were confused. 

Mir. Rosennaum. Then, at a later date the plan that was worked out, 
Senator, is probably in the REC files, was a very carefully prepared 
detailed plan, because it involved the re adjustme nt of the ‘ebt struc- 
75% because vou could not take a corporation and put it on its feet 
if started off with a debt of $37,000,000 when its assets, after its 
a rating losses, came somewhere to around $12,000,000. The debt 
structure would just be too heavy to carry. 

Senator Torry. Mr. Chairman, may I digress a minute? Are there 
any Directors of the RFC in the room, to your knowledge ? 

Senator Futsricutr. I do not know. 

Senator Toney. Are there any Directors of the RFC in the room? 
If there are, would they please make themselves known ? 

Senator Futsricur. I see Mr. Dyas over here who is familiar with 
this matter. 

Senator Toney. What is his position ¢ 

Mr. Dyas. Yes: lam present. I am Chief of the Housing Branch. 

Senator Futsrigutr. Do you want to come around, Mr. Dyas, so 
that we may ask you some questions / 

Senator Frear. Mr. Chairman, could I divert just a minute? 

Senator Funsricnt. Yes, sir. 

Senator Frear. | would like toask Mr. Rosenbaum about this photo- 
static copy of the check which I hold in my hand dated February 23. 
Was that made out in your office ? 

Mr. Rosennatm. I do not remember, Senator, really. 

Senator Futsriaut. I has Goodwin, Rosenbaum, Meacham & Bailen 
stamped on it. [assume that that would come from your office. 

Mr. Rosensaum. To my best recollection, the check was made out 
one evening and given to me, and I asked Mr. Gottlieb to leave the 
name blank and I would stamp the firm name in later 
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Senator Frear. Was that the 23d or the 24th? 

Mr. Rosensaum. The check was given me on the date it was dr ed, 
the 23d. I think if you will chee Ak the reverse side you will fi 1 it 
was deposited on the following day. 

Senator Futsricnt. Why did you leave out the name?’ It . not 
very difficult to write in the name. 

Mr. Rosenpaum. It is a four-name firm, Senator, and I just stamp 
it in, that is all. 

Senator Funsricur. You could not remember all the four names 

Senator Frear. What I am trying to get at is that this did not indi 

cate any hasty decision of Mr. James Gottlieb to change his mind 
from Februar y 10 to February The checks are identical, the same 
amount at least. Did you t: Lik t to Mr. Gottlieb and say, “You made 
mistake back on ‘ebruary 10, now let us start this thing over again, 
give meanewc 7k’? 

Mr. Rosenpat No, sir: I did not. 

Senator Frear. You did not try to convinee Mr. Gottlieb of any- 
thing like that at all? 

Mr. Rosenspaum. Ic tainly did not; no, sir. 

Senator CAPEHART. ", Rosenbaum, let me see if we can clear up 
both your version of the $10,000 and the SLOO.000, your version of it 
and Mr. Fruehauf’s version of it. Then I understand the chairman is 
going tocall Mr. Bu cley to testify later. 

I would like to as. Mr. Fruehauf this question: Was the $10,000 
and the $100,000 that you were talking about in testifying that which 
Mr. Rosenbaum was to get from the Commercial Home Equip- 
ment Co. / 

Mr. Frurenacr. That is correct, Senator. 

Senator Carrnartr. That is the thing you were talking about / 

Mr. Fruenavur. That is right. Mr. Rosenbaum’s statement is that 
he and I did not discuss the fees, and I so stated in my testimony in 
executive session and this morning, also. The fees were all discussed 
with the Gottliebs who own the Commercial Home Equipment Co. 

Senator Carenarr. Then your testimony is correct and so is Mr. 
Rosenbaum’s. 

Mr. Frueuacer. That is correct. 

Senator Carenarr. The $100,000 and the $10,000 had to do with the 
Commercial Home Equipment Co. 4 

Mr. Freenavcr. That is right. 

Senator Carenarr. And of course, Mr. Rosenbaum, being a lawyer, 
was entitled to be compensated for any work he did, and it has been 
testified here by documentary proof that the Commercial Home 
Equipment Co. did give Mr. Rosenbaum a check for $10,000 and did 
sign a contract with him to give him $90,000 more under certain 
conditions. 

Does not that clear up the whole matter? I still think we ought 
to call Mr. Buckley, but does not that clear up the entire matter? 

Mr. Rosenpaum. One thing, Senator, that has me puzzled, in view 
of this statement now of Mr. Fruehauf’s. What has this got to do 
with him stating that this sounded like a fix? If I was representing 
Commercial Home Equipment, and they were to » pay me the money, 
what does this have to do with Mr. Fruehauf or Mr. Landa stating 
this sounded like a fix ? 
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Senator Caprnart. What the report says at page 11 was [reading] : Sens 
Fruehauf’s regular counsel said that Rosenbaum’s proposal sounded like a momel! 
typical Washington fix. Sens 
Mr. Rosennaum. Yes, but then it says—Mr. Fruehauf, who did he Buckl 
advise against it? came t 
Senator Carenartr. He advised against it, Ido not know. I presume in you! 
he advised Mr. Fruehauf against it. be exp 
Mr. Rosennaum. I never asked Mr. Fruehauf for any money Mr. 
Senator Futsricur. Mr. Fruehauf has stated that Mr. Gottlieb had sen: 
agreed to obtain his approval for any extraordinary expenses of any Frueh 
kind. In other words, it was Gottlieb’s duty to tell Mr. Freuhauf and agree 
obtain his approval of any such agreement with you. Is not that what Mr. 
he testified to? sen 
Mr. Rosensaum. Who testified ? morn 
Senator Futsricgutr. Mr. Fruehauf. Mr 
Mr. Rosensaum. That may be what Mr. Fruehauf testified to, but wel 
all I know is what my client told me. I do not know what-—— credit 
Senator Fu.sricur. I only offer that as an explanation of why Mr. other 
Fruehauf was interested in this proposal of yours and why he knew Mi 
about it. becat 
Senator Capenartr. Are not the facts that Mr. Gottlicb and the Com- ment 
mercial Home Equipment Co., Mr. Fruehauf, and others were trying se 
to work out these problems of the Reconstruction Finance Corporation Buck 
as creditors, and they had held many meetings, and the Gottliebs, own- M 
ing the Commercjal Home Equipment Co., desired to employ you ve 
Mr. Rosennavum. Yes, sir. M 
Senator Capenartr. And you being an attorney were willing to un- he is 
dertake the job. ot 
Mr. Rosensaum. That is correct, sir. M 
Senator Capenarr. And you told them you would undertake the job st 
for $100,000 ; $10,000 cash and $90,000 under certain conditions. They M 
reported that to the other members of the creditors’ committee that che 
were trying to work out this problem, and among those other creditors S 
that objec ted to this agreement or objected to paying you $100,000 was Ry 
Mr. Fruehauf. Is not that about the fact as testified here this mor ning div 
by yourself and Mr. Fruehauf? him 
Mr. Rosenpaum. As far as that point goes, that may well be true. =. 
We do have this direct divergence of testimony on the “hip pocket” . 
business, and there were three people—— } 
Senator Carenartr. We have had no testimony on that other than . 
what Mr. Fruehauf and you said. sta 
Mr. Rosennatm. But Mr. Buckley was there, and he could testify ; 
on that. ; ‘ 
Senator Caprnart. Mr. Buckley can testify on —_ of 
Mr. Rosensacm. Directly on the point, right, : 
Senator Carenarr. But at the moment there is nae any discrepancy fe 
between your testimony on the $100,000 or Mr. Fruehauf’s testimony ha 


except on the “hip poe ket” business. 
Mr. Rosenravum. Except on the “hip pocket” business, and we also 
have Mr. Jacobs sitting there who can testify 


Senator CAPEHART. “Mr. Jacobs, you say, will testify he did not en- M 
courage Mr. Fruehauf or did encourage? . 


Mr. Rosennaum. He will testify w hater ver he testifies to. 


Thi 
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Senator Furpricur. Well, we will get to Mr. Jacobs in just a 
moment. 

Senator Carenart. I think the chairman should, and will call Mr. 
Buckley to testify, but sitting here listening to this whole thing, I 

came to the conclusion that you gentlemen were not very far apart 
in your testimony with respect to the fee. You, of course, would not 
be expected to work for nothing. 

Mr. Rosensaum. No, sir. 

Senator Carruarr. They objected to your getting $100,000, the 
Fruehauf group did, but the Commercial Home Equipment Co. were 
agreeable to it, and at a later date did give you $10,000. 

Mr. Rosensaum. That is right, sir. 

Senator Carrmarr. And the check was put in evidence here this 
morning. 

Mr. Rosenpaum. That is correct. 

Senator Carenart. So it was a difference of opinion between two 
creditors of Lustron, one group wanting to give you $100,000 and the 
other group being opposed to it. 

Mr. Rosensaum. | do not think Fruehauf was a creditor of Lustron, 
because I think they we re interested because Commercial Home Equip- 
ment owed them some $3,000,000, 

Senator Futsricur. Mr. Rosenbaum, did you split fees with Mr. 
Buckley / 

Mr. Rosenspaum. On this matter, sir? 

Senator Futpricur. Any matter. 

Mr. Rosensaum. I had paid Mr. Buckley forwarding fees because 
he is an attorney. 

Senator Futsricur. Did you pay him any on this matter? 

Mr. Rosensaum. No, sir. 

Senator Fu.tsricur. He was not to receive part of the fee? 

Mr. Rosenspaum. No, sir. He was an officer and director of the 
client. 

Senator Futsricut. I know that. He is also a director of Lustron. 

Mr. Rosenpaum. Yes, sir, but I had to pay—if there was to be any 
division of fees, it would have to be done by me, and I would not pay 
him any part of the fee, even though he was an attorney, because he was 
an officer and director of the company. 

Senator Funsrient. Is that an invariable practice of yours? 

Mr. Rosenpaum. Unless the company approves it. 

Senator Fursrienr. Did the company disapprove it in this in- 
stance ¢ 

Mr. Rosrnsaum. It was never discussed. 

Senator Fu.tsriGutr. But you do sometimes split fees with an officer 
of the company if that company approves it ? 

Mr. Rosennaum. No, sir; I do not split fees with an officer. I split 
fees with an attorney, or divide fees with an attorney, if the company 
has full knowledge and approval. 

Senator Futsrieut. Did you say you represented Mr. Klutznick? 

Mr. Rosrenpaum. No, sir. I represent Commercial Home Equip- 
ment. 

Senator Futsrieur. J understood you to say that in that proposal 
Mr. Klutznick was to be involved in it. 

Mr. Rosenpaum. Yes, sir. He was working with the Commercial 
Home Equipment people. 
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Senator Fursricut. In representing Commercial Home Equip- 
ment, did you indirectly represent Mr. Klutznick? Was he to play 
a part in the proposal which you made to the RFC? 

Mr. Rosensaum. Mr. Klutznick was to play a part in the pro- 
posal which was made to the RFC, that is correct. 

Senator Futsricnr. By you? 

Mr. Rosennaum. No, sir, the proposal was made by Mr. Klutznick 
and Commercial Home Equipment. 

Senator Futsprient. Was that the proposal that you worked out? 

Mr. Rosenspaum.We worked with Mr. Klutznick on that: yes, 
sir. ’ 

Senator Futsrignt. With Mr. Klutznick ? 

Mr. Rosrensaum. Yes, sir. There were a lot of tax questions in- 
volved. 

Senator Futsricutr. Did you represent Mr. Klutznick on tax mat- 
ters ? 

Mr. Rosennaum. No, sir. You see, you had a $20 million oper- 
ating loss. 

Senator Tosry. Mr. Rosenbaum, to repeat the curiosity of some of 
us in the committee on this explanation of this $10,000 check, of which 
a photostat was put in evidence, and you said appeared to be the same 
check, that was the check that was given to you and you were holding 
it, and then at a later date Mr. Gottlieb, was it, came in and took it 
and was so happy to get it that he ran out of the office? 

Mr. Rosensaum. Well, sir, he came in at a great rate of speed and 
ran out at a great rate of speed. 

Senator Torry. He just came in and grabbed his check and disap- 
peared ; is that it? 

Mr. Rosennaum. Well, it did not take very long. 

Senator Torry. That did not create any wonderment in your mind 
as to why he came in at full speed and ran out at full speed, but mean- 
while grabbed the check ? 

Mr. Rosennaum. I feel that is a client’s privilege, Senator. 

Senator Tosry. I see. 

Now the next question is: Later on he came back and gave you a 
check for the same amount, did he not ? 

Mr. Rosensaum. That is right, sir. 

Senator Toney. How much later was that ? 

Mr. Rosensaum. Oh, that would be about the following week. 

Senator Toney. Did he walk in sedately and soberly that day, or 
did he run in with the check ? 

Mr. Rosenspaum. No, sir; we had a meeting and they said they 
wanted me to go ahead. 

Senator Torry. And when he gave you this check in the course of 
business, for legitimate purposes, Mr. Rosenbaum, he did not refer to 
the speed with which Gottlieb rushed in and grabbed the check and 
rushed out before / 

Mr. Rosennacm. No, sir; there were two different Gottliebs. 

Senator Torry. What is the distinction between them? One was 
ina hurry and one was not; is that it? 

Mr. Rosenraum. No, sir. The man who picked it up was John 
Gottlieb and the man who gave it back to me was James Gottlieb. 

Senator Toney. But they were all Gottliebs just the same. 

Mr. Rosensaum. Two brothers. 
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Senator Toney. A joint account ¢ 

Mr. Rosenpaum. Well, I would not answer that. One ran in and 
took it and one gave it back. 

Senator Tosry. But both were part of the Commercial Home Equip- 
ment Co. were the ‘y not! 

Mr. Rosensaum. Yes; both part of Commercial Home. 

Senator Tosry. So it was really one agency doing the job, was it 
not ¢ 

Mr. Rosenpaum. One corporation. 

Senator Tosry. The first check was salvaged and the other was 
given back; is that not it 

Mr. Rosensaum. That is right, 

Senator Tosry. Did it not raise any question in your mind about 
the amazing thing of stumbling in at full speed and grabbing the 
check and out he went again at full speed ? 

Mr. RosENBAUM. The ¢ rottliebs are am: Zing pe op le. 

Senator Tonry. They have no monopoly on being amazing, I prom- 
ise you that. 

Senator Futsricgutr. Mr. Rosenbaum, did you represent to the RFC 
that you were representing Mr. Klutznick ¢ 

Mr. Rosensaum. No, sir. 

Senator Futsricnt. Mr. Dyas, do you recall anything about this— 
have you been sworn ¢ 

Mr. Dyas. I was yesterday, Senator. 

Senator Fuisrieur. Well, do you recall anything about this pro- 
posal by Mr. Rosenbaum? Did he ever represent to you that he was 
representing Klutznick or Commercial Home Equipment ? 

Mr. Dyas. Not to me: no. sir. 

Senator Futsricur., Did he to anybody ? 

Mr. Dyas. I do not know. 

Senator Fuiprientr. Did he tothe RFC, to your knowledge? 

Mr. Dyas. I cannot testify to that, Senator, but Mr. Klutznick did 
tell me at one time definitely that no one represented him. He made 

point of telling me that. | do not know whether he told anyone 
else or not. He said he represe nted himself only. 

Senator CareHart. What is Mr. Klutznick’s interest in this whole 
matter ¢ 

Mr. Dyas. Mr. Klutznick presented this proposal. He had an option 
from Mr. Strandlund, He had worked out a plan with Mr. Strand 
lund for the purchase of most of the stock. On the basis of that option, 
he stood in the position then of the stockholders. He came in and pre- 
sented this plan. 

Senator Fursricnr. Is that the same plan referred to by Mr. 
Fruehautf ? 

Mr. Dyas. I think so, yes, sir. 

Senator Futsrient. The option by Mr. Buhse and Mr. Blagden and 
so on, in which Mr. Klutznick was to play a part; is that the same one‘ 

Mr. Dyas. I do not know. The only ‘offer I know of—and I think 
we are talking about the same one—is one that Mr. Klutznick sub- 
mitted as optionee of the stock. 

Senator Futpricnr. I think that is it. He came before our commit- 
tee and described it in there. There was Mr. Flanders and Mr. Klutz- 
nick who were involved. 
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Mr. Dyas. Not in this one, Senator. I think that was in the Feb- 
ruary plan that was worked out with the Fruehaufs and the dealers. 
This was another. 

Senator Futsrieut. Later? 

Mr. Dyas. This wasin March. It was a completely new plan. 

Senator Caprnart. That is the one you, Mr. Rosenbaum, worked out 
for Mr. Klutznick. 

Mr- Rosensaum. We worked with Mr. Klutznick on that, what 
Mr. Dyas calls the completely new plan, which involved putting in, 
a proposal to put in $3,000,000 of new capital into the corporation, 
scaling the debts down to this point, that the first mortgage would 
be $12,000,000 instead of $37,000,000. 

Senator Carenartr. You represented Mr. Klutznick and the Com- 
mercial Home Equipment ? 

Mr. Rosennaum. No; we represented the Commercial Home Equip- 
ment. Mr. Klutznick, as Mr. Dyas correctly states, represented 
himself. 

Senator Frear. You knew of the first plan, then, sir, that was pro- 
posed in January ? 

Mr. Rosensaum. No, sir; I had nothing to do with that plan. 

Senator Frear. You just said this was a complete new plan. How 
did you get that knowledge if you did not know it in the first place ? 

Mr. Rosensaum. I mean the plan we worked up was our plan. I 
do not know what the other plan was. 

Senator Torry. Mr. Dyas, what is your position in the RFC? 

Mr. Dyas. Iam Chief of the Housing Branch. 

Senator Tosey. Who was the secretary of the RFC Board of 
Directors? 

Mr. Dyas. Who is now? 

Senator Toney. Yes. 

Mr. Dyas. Mr. Nielson. 

Senator Tosry. Do you know of your knowledge whether this 
is the modus operandi of the Board of Directors: They meet from 
time totime. Istherea record of Directors’ meetings kept ? 

Mr. Dyas. Yes, sir. 

Senator Tosry. And who sits in the room and makes a note of the 
minutes ? 

Mr. Dyas. The secretary. 

Senator Tosry. What is his name? 

Mr. Dyas. Nielson. 

Senator Toney. How long has he been on the job? 

Mr. Dyas. He has been secretary, I think, if my recollection is 
right, about 2 years. 

Senator Tosry. So that all of the things that are discussed in the 
Directors’ meeting are recorded on notes by Mr. Nielson and then 
written up in the Directors’ record book, and then are they confirmed 
by the Board at the next meeting, read and approved ? 

Mr. Dyas. Senator, I cannot answer that exactly. 

Senator Toney. You do not know anything about that ? 

Mr. Dyas. Yes; I know about it. Minutes are kept, Senator. The 
mechanics I cannot tell you. 

Senator Tosry. Do they approve at the next meeting, so that they 
can have before them, the Directors’ books and an accurate record of 
all that took place confirmed at the subsequent meeting ? 





Mr. 
formal 
Sens 
not col 

Mr. 
Sens 
meetin 
Sen: 
intelli 
Mr. 
Sen: 
and tc 
the las 
Sen 
(Th 
Senate 


Hon. J 
Ur 
DEAI 
of Mar 
with r 
tion F 
Arti: 
in par 
of the 
notice: 
shall : 
and n 
any it 
The 
and d 
to lig 
staten 
to the 
Reg 
Thurs 
neces! 
bers ¢ 
and ¢ 
of th 
disqu 
The 
and ¢ 
wher 
cover 
had I 
All 
recto 
Secre 
that 
ings 
Boar 
Th 
with 
are 
conf 
TI 
staff 
volu 
deli 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1199 


Mr. Dyas. I cannot say that they are. No; I think there is no 
formality about confirming that. I just do not know. 

Senator Tosry. How could they be authentic records if they were 
not confirmed by the Board? 

Mr. Dyas. Icannotsay. Ido not know. 

Senator Futsricutr. 1 do not believe Mr. Dyas attends Directors’ 
meetings. He would not know. Wecan get a Director. 

Senator Tosry. Who would be the man who could answer this 
intelligently ? 

Mr. Dyas. Mr. Nielson. 

Senator Tosry. Mr. Chairman, I would like Mr. Nielson before us 
and to bring the minutes of the Board of Directors of the RFC for 
the last 6 months. 

Senator Futsrient. All right. 

(The letter from Mr. Nielson, explaining the situation to which 
Senator Tobey referred, is as follows :) 


RECONSTRUCTION FINANCE CORPORATION, 
Washington, D. C., March 5, 1951. 
Hon. J. WILLIAM FULBRIGHT, 
United States Senate, Washington, D. C. 

Dear SENATOR FULBRIGHT: Reference is made to Senator Tobey’s question 
of March 2, 1951, at the hearing of the Subcommittee of the RFC to Mr. Dyas 
with respect to the minutes of the meetings of the Directors of the Reconstruc- 
tion Finance Corporation. 

Article V of the bylaws of the Reconstruction Finance Corporation provides 
in part: “The Secretary shall attend and keep the minutes of all meetings 
of the Board of Directors and of the executive committee. He shall give all 
notices of meetings of the Board of Directors and the executive committee. He 
shall sign all papers to which his signature shall be necessary or appropriate 
and may attest the authenticity of and affix the seal of the Corporation upon 
any instruments requiring such action. * * * 

The day preceding the meeting each Director is furnished with a loan docket, 
and dockets relating to synthetic rubber, tin, abaca, and matters pertaining 
to liquidation of war activities, each of which contains memoranda, letters, 
statements, and detailed reports on matters, except personnel, to be presented 
to the Directors for their consideration and determination. 

Regular meetings of the Board of Directors are held on Monday, Tuesday, and 
Thursday of each week. Special meetings are called by the secretary when 
necessary. When the meeting is called to order by the presiding officer, 
bers of the staff in attendance present to the Directors for their considera 
and determination each item in the various dockets aforesaid and the decision 
of the Directors thereon is recorded. Record also is made of the voting and 
disqualifications. 

The text of the minutes is largely made up of formal resolutions, memoranda, 
and quotation of letters and telegrams adopted or approved by the Directors, 
wherein the decisions arrived at are set forth. Where determinations are not 
covered by such resolutions and conimunications, entries are made showing what 
had been resolved. 

All papers and documents setting forth the decisions of the Board of Di 
rectors or executive committee are signed either by the Secretary or an Assistant 
Secretary or bear the stamp of the Office of the Secretary certifying to the fact 
that the matter had been approved by the Directors. All minutes of the meet- 
ings of the Board of Directors or executive committee are approved by the 
Board of Directors at a later meeting of the Board. 

There are many occasions when two or more of the Directors discuss matters 
with applicants, borrowers, and their legal representatives, or others. These 
are not Board meetings and rarely is the secretary present at such informal 
conferences, and formal minutes are not kept. 

The minutes of the Corporation have been made available to members of your 
staff and have been reviewed by them on many occasions. They are very 
voluminous. If your committee so desires, however, I shall be pleased to 
deliver to the committee any or all the minutes of the Corporation. 

Very truly yours, 


metlli- 





LEO NIELSON. 
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Senator Funsrigutr. Mr. Rosenbaum, Mr. Carl Strandlund ap- 
peares | before the subcommittee yesterday. | believe you knew that. 
Were you present, sir? 

Mr. Rosensaum. No, sir: I was not present. 

Senator Futsricur. You know who Mr. Strandlund is? 

Mr. Rosensaum. Yes: I know who he is. 

Senator Futsrignr. Among other things, he testified as follows, 
this is on page 9 of his prepared statement. I read it to you: 

Varenthetically, it is of interest that on February 1, 1950, representatives 
of the committee of our stockholders met in Washington with a lawyer by the 
name of Rosenbaum in connection with some suggestions which Mr. Rosenbaum 
had relating to the possible reorganization of the company. In the course of 
the conservation Mr. Rosenbaum mentioned that he was well informed with 
reference to the Lustron picture; that he was closely connected with Mr. Willett 
and had been called upon by Mr. Willett for advice and assistance in connection 
with Lustron matters on several occasions. He particularly mentioned that 
he had been asked by Mr. Willett to draft a resignation letter for Merl Young 
which would protect Mr. Young's interests. 

On the occasion of your first appearance before this subcommittee 
you presented a prepared statement in which you referred to the 


methods covered in this testimony. I read from your prepared state- 
ment, page 5 


I deny the completely hearsay reports that I ever said to Mr. L. M. Giannini, 
president of the Bank of America, that I had considerable influence over the 
decisions of Messrs. Dunham and Willett, or the hearsay report attributed 
to me by Mr. Strandlund; that I had stated I had been called on by Mr, Willett 
for advice and assistance in connection with the Lustron matters. 

I want to ask you a few specific questions with that background 
statement. 

Did you attend a meeting of representatives of the Lustron Corp.’s 
stockholders ? 

Mr. Rosensaum. Yes, sir; on February 1. 

Senator Futsricntr. Where was it held ? 

Mr. Rosennaum. The Wardman Park Hotel. , 

Senator Futsrieut. Who was present ! ¢ 

Mr. Rosennacm. Mr. Blagden. 

Senator Futsrient. A. S. Blagden? 

Mr. Rosensnaum. A. 8. Blagden, who was president of Federal 
Machine & Welder Co., which company has been a regular tax client 
of our firm for many years; a Mr. Buhse from Hornblower & Weeks. 

Senator Futprientr. Howard E. Buhse. I believe. 

Mr. Rosennaum. And Mr. Lloyd, I think his name is, an attorney 
from Chicago. 

Senator Futsrieutr. Mr. Glen Lloyd. 

Mr. Rosensaum. Those three ge ntlemen and myself, 

Senator Futsricut. Was Mr. James Conger there? 

Mr. Rosennaum. Not as far as I know, sir. 

Senator Futsrieutr. He was an attorney that has appeared before 
the committee. 

Mr. Rosennaum. There was one lawyer present, as I recall, and 
he was from a Chicago law firm. 

Senator Futsricnr. Mr. Conger—so is Mr. Lloyd: they were both 
there, according to our information. 

Mr. Rosensaum. My recollection is there were three people pres- 
ent—four people. 
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Senator Futsricur. At that conference, did you state you were 
closely connected with Mr. Willett, a member of the RFC Board of 
Directors ? 

Mr. Rosenraum. No, sir: I did not. 

Senator Futsrientr. Did vou make any statement of that character? 

Mr. Rosennaum. No, sir. 

Senator Futsrieur. Any reference to it ? 

Mr. Rosennaum. No, sir. I do not recall discussing Mr. Willett at 
that conference at all. 

Senator Futpricur. Did you state that you called on Mr. Willett 
for advice and assistance in connection with the Lustron matter on 
several occasions / 

Mr. Rosennaum. I think you have that reversed. That I called on 
him ? 

Senator Fuisrienr. Did you ever call on him on him for any as- 
sistance ? 

Mr. Rosennaum. No, sir: the only time I ever discussed the Lustron 
matter with Mr. Willett was the two meetings I referred to in Mr. 
Gunderson’s office. 

Senator FULBRIGHT. You positively deny these statements ? 

Mr. RosEnBAUM. Yes, sir that IS mV be st, honest recollection. 

Senator Fusricir. Without any qualification ¢ 

Mr. Rosennaum. That is my most sincere and honest recollection. 

Senator Funsricur. At that conference. did you state in substance 
that you had been asked by Mr. Willett to draft a letter of resignation 
for Merl Young which woul | protect Mr. You ng’s interest / 

Mr. Rosenspaum. No, sir; I never drafted a letter of resignation 
for Merl Young. 

Senator Futpricur. He never asked you todo so? 

Mr. Rosenpaum. Sir? 

Senator Fuutnricur. You were never asked to do so 

Mr. Rosennaum. I was never asked by anybody to clo so. 

Senator Futsricur. At that conference to which you referred, did 
you make a statement to the effect that you believed the solution of 
the Lustron problem would be injection into the picture of an outside 
company which would take over the management of the corporation ¢ 

Mr. Rosennaum. I said outside management. I believed it needed 
new management. 

Senator Futsrieur. At the same time did vou make a statement to 
the effect that if re epresenti atives of Lustron could not effect such a 
reorganization you had se vers al aes who might be interested ? 

Mr. Rosennaum. Yes, s 

Senator Funsricur. ¢ i | you tell us what discussion you had or 
what made you think that the ‘y would be interested / 

Mr. Rosensnaum. Well, sir. the Lustron situation looked to me like 
it could be possible to reorganize. I have heard reports that the 
product itself that is, the finished product—was really excellent; 
that it did furnish a good solution to the housing problem. There 
was at that time a big demand for housing, and if the thing could be 
put on its feet, and if the price could be reasonable, and if the prob- 
lems of distribution could be worked out, it was my opinion that we 
could interest certain of the clients of our firm in working out a 
reorganization. 
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Senator Futsricur. Who were these clients you thought you could 
interest ? 

Mr. Rosenspaum. Oh, we have a large number of clients. 

Senator Futpricur. Well, which ones did you expect to interest 
in this proposal ? 

Mr. Rosensaum. Oh, any one of a number, sir, it would be possible. 

Senator Futsricnr. Can you not tell us who you intended to interest 
in it? 

Mr. Rosensnaum. I do not like to discuss, Senator, the discussions 
T have with clients who are not involved in this proceeding. I do not 
think the clients would like it. I might point out without mentioning 
any names, although I will furnish the names to this committee pri- 
vately, that I did bring down to meet with the RFC the president of a 
large and prosperous steel company to discuss the possible reorgani- 
zation of the Lustron Corp. 

I might also point out, Senator, that when I brought this gentleman 
down that we were unable to get any Director to attend the meeting, 
any RFC Director. 

Senator Fu.sricgur. I want to make this very clear, and ask you 
once more, whether or not at the conference of the representatives 
of the Lustron stockholders to which we have been making reference, 
you made any statement to the effect that you were closely connected 
with Mr. Willett, of the RFC, and had been called up by him on sev- 
eral occasions for advance and assistance in connection with Lustron 
matters ¢ 

Mr. Rosennaum. Senator, Mr. Strandlund was not present at that 
meeting, first of all, and could not ies on the conversation I had. 
Secondly, I have no recollection of ever making any such statements. 

Senator Futsrieur. If you had made such statements you would 
certainly remember them, would you not! 

Mr. Rosensacm. I should. 

Senator Futsricutr. Then you positively deny you made them, do 
you not? 

Mr. Rosenspaum. Senator, I have stated my recollection, and it is 
my best recollection. 

Senator Fu.tsrienr. Therefore, you deny you made such statements. 

Mr. Rosensaum. I have stated my answer to that. 

Senator Futsricgur. Do you find vourself unable to say that now 
positively you deny having made such statements ? 

Mr. Rosennaum. Senator, it would be my best recollection that I 
never made such statements or any statements approximating those. 

Senator Fu.sricur. In your statement on page 5 you do not make 
any qualification about your best recollection. You say: “I deny the 
completely hearsay ie gl 

All I am asking is, Do you positively deny that you made such 
statements ¢ 

Mr. Rosennaum. That is my best recollection, Senator. 

Senator Toney. Would you be satisfied with an answer like that 
from someone you were examining? 

Mr. Rosenspaum. Senator 





Senator Torry. I asked you, Would you be satisfied with that an- 
swer if you were examining a witness ? 
Mr. Rosennaum. No, sir: it may sound evasive. 





Seni 


does. 


Mr. 
recolle 
Sen 
Mr. 
mel 
clearl 
ficatie 
Gian 
lv 
ment 
equiv 
lawy 
Mi 
=e 
knov 
M 

Se 

M 

se 

M 

S 
cate 
ner 
we | 


N 
C 
‘ 


dra 


th 
hi 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1203 


Senator Toney. Very frankly to me, an amateur in this thing, it 
does. I do not want to attribute wrong things to you. 

Mr. Rosenspaum. I would swear it on a stack of Bibles. I have no 
recollection of ever saying such a thing. 

Senator Fu.tspricur. You are on oath now. 

Mr. Rosenpaum. Yes, sir: I know that. 

Senator Fu.sricnr. You remember all the other things pretty 
clearly, and you denied in your prepared statement without any quali- 
fications, you did not say “to my recollection” the reports of Mr. 
Giannini and so on were not true. 

I want you to deny now, if you do deny, that you made the state- 
ments attributed to you at that meeting. T do not think you ought to 
equivocate with the committee. We all know you are an extreme sly able 
lawyer, and you should not dally with the committee. 

Mr. Rosensaum. I am not trying to dally, Senator. 

Senator Fuutnricur. Well then, de ‘ny it one way or the other. You 
know very well whether you made them or not. 

Mr. Rosens sAUM. I did not make those statements. 

Senator Fuusrtenr. Then you do deny. 

Mr. Rosenspaum. Yes, sir, I deny it. 

Senator Fcu.srientr. Positively having made those statements. 

Mr. Rosenspaum. That is correct. 

Senator Futsricur. That is all we want. If you were an unedu- 
cated, illiterate yokel, why, we might have some sympath; v with your 
nervousness, but you know whether you can deny it. That is all 
we ask of you. 

Mr. Rosenracum. All right, sir 

Senator Futsricgur. You have already said positively you did not 
draft Merl Young’s letter of resignation ? ae 

Mr. Rosenpaum. I did not; no, sir. 

Senator Futsrieutr. Did you give him any advice or suggestions in 
connection with the letter ? 

Mr. Rosenpaum. No, sir: I did not. 

Senator Futsrieut. You did not discuss it with him? 

Mr. Rosenpaum. No, sir. 

Senator Fu.tsrieur. Do you know whether anyone in your oflice 
did? 

Mr. Rosensaum. No one in my oflice did. 

Senator Futsricnr. No one in your office did. 

Mr. RosenvatM. Senator. I am not even sure I knew Merl Young 
then. I believe I met him sometime in October. I do not know when 
his letter of resignation is dated. 

Senator Furipricur. Do you deny that you told anyone at that 
meeting on February 1 that you did draft that letter? 

Mr. Rosenpaum. Yes, sir 

Senator Fu.pricut. In other words, Mr. Strandlund savs that you 
particularly mentioned—I will read this sentence: . , 

He particularly mentioned that he had been asked by Mr. Willett to draft a 
resignation letter for Merl Young which would protect Mr. Young’s interest. 

In other words, regardless of whether you talked to Merl Young, you 
also deny that you said this at that time. 

Mr. Rosensaum. That is correct, Senator. 
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Senator Futsrient. You deny that you made any reference to Mr. 
Willett having asked you anything about it? 

Mr. Rosrnnavm. That is correct, Senator. 

As I said before, Mr. Strandlund was not present at the meeting. 

Senator Futsrieur. At this meeting of the stockholders ¢ 

Mr. Rosenraum. He was not there. That is why it is hard for me 
to understand why he could say what was said. 

Senator Futsricur. I hope you don’t think I am going to justify all 
the statements the various witnesses have made before this committee, 
do you? 

Mr. Rosenspaum. Well, he wasn’t there. 

Senator Futsrieut. Mr. Rosenbaum, the matters concerning which 
I have been questioning you are material to the investigation being 
conducted by this committee, and for the purposes of the record I want 
at this _ in the record to show the presence of Senators Frear, 
Tobey, Capehart, Bricker, and myself. 

Now, for the purposes of the record, I want to read at this moment 
a sworn statement by Mr. Howard E. Buhse, who was present at the 
conference we have been discussing. This is dated February 28, 1951. 
| Reading : | 


Dear SENATOR FULBRIGHT: Pursuant to the request which I have just received 
by telephone from the counsel for your committee, I am writing you this statement 
concerning a meeting with reference to Lustron Corp. which I attended in Wash- 
ington, D. C., on February 1, 1950, at which Mr. Rosenbaum and others were 
present. 

I had come to Washington as a representative for the A stockholders of Lustron 
Corp. Mr. A. S. Blagden, of Federal Machine & Welder Corp., and I were repre- 
sentatives of the A stockholders of Lustron Corp. As such representatives, we 
had been requested by the RFC to come to Washington for a conference concern- 
ing the possible reorganization of Lustron Corp. 

It was my understanding that the Washington counsel for Federal Machine & 
Welder Corp. was Mr. Rosenbaum. Consequently, Mr. Blagden got in touch with 
him when he reached Washington. On February 1, 1950, a meeting was held at 
the Wardman Park Hotel at which the following were present: Mr. Rosenbaum, 
Mr. Blagden, and myself, and Messrs. Glen Lloyd and James Conger, who were 
the attorneys for Lustron Corp. At that conference Mr. Rosenbaum stated that 
he was closely connected with Mr. Willett, a member of the RFC Board, and had 
been called in by Mr. Willett for advice and assistance in connection with Lustron 
matters on several occasions. He mentioned that he had been asked by Mr. Willett 
to draft a letter of resignation for Merl Young which would protect Mr. Young’s 
interest Mr. Rosenbaum stated that he believed the solution of the Lustron 
problem to be the injection into the picture of an outside company which would 
take over the management of the operation. He mentioned that if representa- 
tives of Lustron could not effect such a reorganization, he had several clients who 
micht be interested, 

I do not recall any other statement made by Mr. Rosenbaum concerning Mr. 
Willett or Mr. Young or anybody else connected with the RFC. I have never con- 
ducted any business either with or through Mr. Rosenbaum, either as an individ- 
ual or member of the Lustron A stockholders’ committee; nor have I ever talked 
to him on any other oceasion than the meeting which I have described above. 

Yours very truly, 
Howarp E. BUHSE. 


Then at the bottom of the letter the following: 


I, Howard FE. Buhse, being first duly sworn, on oath depose and say that I have 
read the statements contained in the foregoing letter signed by me and they 
are true to the best of my knowledge and belief— 


and signed “Howard E. Buhse,” with the signature of the notary 
public below. 
Now, Mr. Rosenbaum, what do you think of that ? 
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Mr. RosenBaum. Well, sir, it is incorrect. I don’t know what the 
relations are between Mr. Buhse and Mr. Strandlund. Your report 
states the account Mr. Strandlund gives of the meeting. I have no 
idea—this letter is dated February 28, 1951 ¢ 

Senator Futsrient. Yes. 

Mr. Rosensaum. Which is considerably after the date of the re- 
port. I have no-idea what the relations are between Mr. Strandlund 
and Mr. Buhse. 

Senator FULBRIGHT. I beheve you stated to the committee Mr. Buhse 
is a member of the firm of Hornblower & Weeks, did you not ¢ 

Mr. Rosenpaum. Yes, sir. They were stockholders in the company 
and had an interest in it. When it went bankrupt I assumed they 
were hurt. 

Senator Futsriaur. Mr. Rosenbaum, this a little different matter 
than what we had up here the other day, but there is some detail I 
wanted to get from you. In the first place, there seems to have been 
some confusion about the Trust Co. of New Jersey. Apparent ly there 
is another company in Trenton with which that had been confused. 
When I asked the question the other d: ay I was referr ing to the Trust 
Co. of New Jersey, the pre ‘ferred stock _ h is now held by the RFC. 

Mr. Rosenpaum. That is in Jersey City, not in Trenton. 

Senator Funprient. You knew that was the company I was talking 
about, did you not 4 

Mr. Rosenpaum. Yes, sii 

Senator Futsricur. So those questions relate to that. 

Mr. Rosensaum. The Trust Co. of New Jersey. 

Senator Futsricutr. Is there another company that the RFC is inter- 
ested in in New Jersey that you know of ¢ 

Mr. Rosennaum. No, sir: not that I know of. Ihave heard the RFC 
has some other bank interests 

Senator Futsricur. Well, I myself did not know of any other inter- 
ests, and when this was told me I thought I might be confused. But 
as far as you know, you know of nothing i in ‘Trenton or elsewhere that 
could have been involved in any such report 4 

Mr. Rosenpaum,. No, sir. 

Senator Futsricur. Is your father a lawyer ¢ 

Mr. Rosenspaum. Yes, sir. 

Senator Futsricur, I understood the other day, or I got the i nnpres- 
sion that your father was a financial man and broker rather than a 
lawyer. 

Mr. Rosenpaum. He is also a lawyer. 

Senator Futsricur. Has he been a practicing lawyer all his life or 
for a long time ¢ 

Mr. Rosenspaum. I think he was admitted to the bar in Tennessee 
around either 1899 or 1900 something. So is my mother. 

Senator Futsrienr. Did you originally come from Spokane, Wash. / 

Mr. Rosenpaum. Seattle, siz 

Senator Futsricnr. Were you born out there / 

Mr. Rosenpaum. Yes, sir: went to school there. 

Senator Funtsriecut, There is one thing more. After that meeting 

all of us who are not very well acquainted with financial matters ar 
a little puzzled about the Atlantic Basin Iron W — I wonder if vou 
would submit to the committee a description of sO we can unde 
stand exactly how this operates. I think in view oa the fact that Mr 
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Young participates with you in what you might call the potential 
control of the company, that matter may be of some interest to the 
members of this committee. Would you mind doing that ? 

Mr. Rosensaum. You mean describe the venture / 

Senator Fu.sricut. Yes. 

Mr. Rosennaum. Yes, sir. 

Senator Fuusrient. Can you describe it in simple terms, so that 
we can understand it ? 

Mr. Rosennaum. We, that is, my firm, negotiated an option on the 
stock of the Rialb Corp. 

Senator FutsrigHt. What was that? 

Mr. Rosenspaum. What is that? 

Senator Fu.srient. Yes. 

Mr. Rosensaum. That is “Blair” spelled backward. 

Senator Futsricur. Would you mind starting over again, please? 

Mr. Rosrnsaum. My firm negotiated an option from Blair & Co., 
the bankers on the stock of the Rialb Corp. I might say in these 
negotiations Blair & Co. was represented by Cravath, Swaine & Moore, 
who are attorneys in New York. The option called for 100 percent 
of the stock of the Rialb Corp. which owned all of the stock of Atlantic 
Basin Iron Works. 

Under the terms of the contract we could pick up, that is, complete 
the option, by the payment of $9,000 prior to some date in March 
1951; for the payment of $24,000 additional on a longer period. I 
was incorrect in stating it was 5 years. I believe it is 18 months. 

That corporation, Atlantic Basin Iron Works, has substantial as- 
sets in it. 

Senator Futsrieut. Of what do they consist ? 

Mr. Rosenspaum. Well, they consist of cash. 

Senator Toney. How much? 

Mr. Rosensaum. I don’t know, sir. I have never seen the balance 
sheet of the corporation. Let me explain one thing, Senators, so it 
won't seem like I am evasive. I did not conduct the negotiations with 
respect to Atlantic Basin Iron Works between ourselves and the 
Cravath firm and the Blair people, so that my knowledge on this is 
rather fragmentary. 

Senator Funsricut. Who did conduct it ? 

Mr. Rosenspaum. My brother, 

Senator Fu.srieut. Frank? 

Mr. Rosennaum. Frank Rosenbaum, yes, sir. 

Senator FutsricHt. How do you know it has substantial assets if 
you have never seen a balance sheet 

Mr. Rosensaum. Because he told me. 

Senator Tospey. And for a potential $30,000 over a long term you 
acquired how much, a half interest? 

Mr. Rosensaum. No, sir. Let me give you a general outline of 
the proposal. 

Under the option agreement which was prepared, Blair & Co., 
according to a stated formula, that is, the sellers, have the right 
within 6 months after we take up the option to remove assets from 
the corporation. 

Senator Tonry. What proportion? That is a pig in the poke, is it 
not? 

Mr. Rosennavum. Sir? 
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Senator Toney. That is kind of a pig in a poke. You do not know 
whether they are going to take the assets ? 

Mr. Rosensaum. | ‘don’t know, but the contract provides—— 

Senator Toney. In other words, do they take all the cash assets, the 
quick, the intangible, or what? 

Mr. RoseNBAv M. Senator, 1 have never seen the contract between 
our firm and Blair. Iam not trying to be evasive. 

Senator Toney. I do not think you are. I am just asking you a 
question. You tell us you are going into the thing and then the 
sellers have the right to withdraw assets before consummation or 
the take-over 

Mr. Rosenspaum. No, within 6 months after the take-over. 

Senator Torry. After the take-over / 

Mr. Rosenpaum. Yes, sir. 

Senator Toney. They could remove the assets then ? 

Mr. Rosennaum. They could remove them 

Senator Tosry. So you would not have them, somebody else would ¢ 

Mr. Rosensaum. Well, there is a formula provided in the agreement, 
but I do not know what the formula is. 

Senator Toney. Sometimes, you know, I wonder about business, 
especially financial business, why in the devil we make it so devious, 
so indirect. When we deal across the board it is done, but today, 
friends, finance and high finance is a thing to conjure with and wonder 
at, and everything is done through diversification, indirect passes and 
delayed passes, and so it goes. You don’t know where the pea is 
under the shell. That is what brings prejudice to people’s minds, 
because business is so obtuse, they have grown so hard and callous to 
these things, that the more diffic ‘ult they can make it the wiser they 
are. Then you wonder where the pea is, and finally you find there 
isn’t any pea after all, just a shell. It is a tragic situation. 

Senator Carpenartr. Mr. Chairman, in this Atlantic Basin Iron 
Works the company that Mr. Young testified to yesterday that he 
received an option to purchase half the stoe 

Mr. Rosennaum. Yes, sir. 

Senator Capenartr. What is the business of this Atlantic Basin Lron 
Works? Mr. Young did not know yesterday. Maybe you know. 

Mr. Rosennaum. The Atlantic Basin Lron Works’ present business, 
or its business, is it owns certain valuable assets. 

Senator CAapenartr. And what are those? 

Mr. Rosenspaum. Well, I will explain that to you. I am doing this 
from hearsay, since I have never talked to the Atlantic Basin people. 
I did not conduct the negotiations and I am merely telling you what 
1 have gathe red. 

Senator Carenarr. Tell us the best you understand. 

Mr. Rosensaum. As I understand they own certain real estate, in- 
come-producing real estate, located in Brooklyn, N. Y. 

Senator Carenart. The value would be approximately what, would 
you say ¢ , 

Mr. Rosensaum. Well, I was told about a couple of hundred thou- 
sand dollars. 

Senator Capenart. The value of the real estate? 

Mr. Rosenspaum. Yes. They have also a sum in escrow involving 
about a million and a half dollars, which is being arbitrated between 
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the Atlantic Basin Co. and some people named Moran, whom I believe 
are tugboat people, or shipyard people, which comes up arising out of 
the original purchase by Blair in 1949 when Blair cee it from 
Moran. 

Let me make one thing clear, Senator. We do not—I am advised 
under our agreement, the option agreement, that we have no control 
over the corporation. It is run by its own directors who are promi- 
nent New York businessmen, some of them directors of very large 
American companies, and they: run the business themselves. 

Senator Futsricut. Who is the president ? 

Mr. Rosenraum. A man named Captain Ragsdale, who is the vice- 
president of Blair & Co. 

Senator Caprnarr. This company, Mr. Young testified yesterday— 
well, he was given an option to purchase one-half of the company 
for S500. 

Mr. Rosennaum. He was given a half interest in the down payment 
of an option. That is not quite correct. 

Senator Carenartr. What ? 

Mr. Rosennaum. A half interest in the down payment on the op- 
tion. For instance, we paid $1,000 down. 

Senator Carenmarr. You mean your law firm ? 

Mr. Rosenpaum. oc. sir. Then he bought a half interest in the 
$1,000. If the option is exercised at some point he might either have 
to put up $4,500 or $12,000-odd. 

Senator Carprnarr. He would end up, then, owning half of 50 per- 
cent, or 25 percent ¢ 

Mr. Rosenspaum. No, sir, he would end up owning 50 percent. 

Senator Capenarr. He would get 50 percent of the company ¢ 

Mr. Rosennaum. If he put the money u 

Senator Carenarr. And you just nt that company had real 
estate in Brooklyn worth $200,000 ? 

Mr. Rosenrnacm. That is correct. 

Senator Carenarr. And $1,500,000 worth of something else? 

Mr. Rosensaum. I also testified, Senator—and it has other assets. 

Senator Caprnarr. You likewise testified they have a right to 
take out certain assets. 

Mr. Rosensaum. Under the formula which I am not familiar with. 

Senator Capenart. I see, that means they might take out this Brook- 
lyn property. 

Mr. Rosennaum. And the claim. 

Senator Carenarr. And they might take out the claims. 

Senator Tonry. And the cash. 

Mr. Rosensnaum. And the cash. 

Senator Tosry. Clean it out. 

Mr. Rosenspaum. They might. 

Senator Toney. Leave a hollow shell. 

Mr. Rosensatm. Then we would have this advantage, Senator—— 

Senator Toney. What would that be? 

Mr. Rosennaum. We would have the corporation at that point, 
assuming that is what eventuated. 

Senator Carenarr. And the tax loss would be carried forward? 

Mr. Rosensaum. That is right. 

Senator Caprnarr. Oh, then, the real purpose behind this whole 
thing is—I won’t use the word “evade” taxes, but to get a tax advan- 
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Senator Torry. Circumnavigate ? 

Mr. Rosensaum. Well, sir, the best description of that was fur- 
nished by Judge Learned Hand of the circuit court of appeals, 
venerable gentleman. 

Senator Toney. What did he call it ? 

Mr. Rosennaum. Well, he said that every citizen, as I recall, “has 
a duty to minimize his taxes.” 

Senator Carenarr. Mr. Rosenbaum, with respect to that, was Mr. 
Young holding this in trust for your firm ? 

Mr. Rosenrnaum. No, sir. 

Senator Carenart. If he exercised his option he would get a half 
interest in this company that possibly the only assets it would have 
would be a large tax loss carried forward 4 

Mr. Rosensnaum. That might well be. 

Senator Carrnarr. You hoped, I presume, to dispose of that 

Mr. Rosenspaum. We might do that. We may never exercise the 
option. 

Senator Carenarr. So I understand, but if you did then you would 
dispose of that to some concern that was in business making, say, a 
considerable amount of money? You would just sell it to them? 

Mr. Rosensaum. You can’t do it quite that way. You would then 
run afoul of section 129 of the Internal Revenue Code. 

Senator It LBRIGHT. Would you give Mr. Young the amount of 
money necessary to pay his half if you exercised the option / 

Mr. Rosensaum. I don’t know. Senator. 

Senator Torry. Just a minute, sir, before you answer that question. 
Let me help you out. Carrying out your previous modus operandi 
in connection with certain things, namely, a fur coat, and so forth, 
you very gladly would finance Mr. Young, would you not, probably ? 

Mr. Rosennaum. Well, on the fur coat the only way I can charac 
terize that is about the only thing I did was make a loan on collateral 
and the only thing I feel badly about is possibly I should not take 
collateral from friends. I am not being flippant, Senator. I did 
make a loan on good collateral. 

Senator Tosry. But you advanced him money on other things, did 
you not, he ‘Iped him out on other things / 

Mr. Rosennaum. From o to time. 

Senator Tonry. Then to be consistent with Senator Fulbright’s 
questions, following the ei you yourself set up, you night very 
well advance the money to Young to take aaa antage of the option. 

Mr. Rosennatm. I might or might not. I don’t know, Senator. 

Senator Futsricnr. Mr. Rosenbaum, to be frank about it, you did 
not ask for collateral on that loan until after you knew there might 
be some discussion of it, did you 4 

Mr. Rosenpaum. No, sir. You must remember, Senator, that I 
knew this investigation was going on. 

Senator Futsrieir. You did not ask for collateral until some tim 
in January; that is 3 or 4 months after he got the coat. 

Mr. Rosenpaum. That was the first time the question of my putting 
up the money came up. 

Senator FunpriGur. You had paid for the coat before that. 

Mr. Rosenspaum. Oh, no, sir. 

Senator FuLBRIGHt. 
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§ 
Mr. Rosenzaum. That is right. of the R 
_ Senator Fursricut. You had a claim against them for a fee and are conce 
in the final wash-out you paid for it. Senata 
Mr. Rosensaum. No, no. lot of ass 
Senator Futsricur. Well, I do not want to make a point out of it, half of t 
but you made other advances to Mr. Young without collateral. I loan hin 
mean, you thought this was a rather unusual situation. You put Mr. R 
$11,000 in an insurance company without collateral. Senat 
Mr. Rosensavum. I lent the insurance company, not Mr. Young, but involvec 
IT am a stockholder of the insurance company. sponsibl 
Senator Fu.sricut. The money was used to keep Mr. Young going. man S95 
When Mr. Young got the coat it was charged to you and the debt concern 
from Young to you began to run as of that time. It was long after mittee a 
that that you got a note and collateral. That is the fact of the gentlem 
matter. Mr. | 
Mr. Rosensaum. That is the fact, except the first time I had to put asked tl 
up any money I got the collateral. Senat 
Senator Futsricur. You were good for the coat or they would not down h 
have let him have the coat? Mr. | 
Mr. Rosennaum. Yes, sir; my credit is good. tionshi 
Senator Futsricur. I do not know if there is any profit in this Sena 
examining into Atlantic. It is obviously too complicated for us. Mr. | 
The point I was trying to get to is I do not understand, since you Sena 
say you have nothing to do with management, that it is run by an Mr. 
independent board of directors, why they would advance $30,000 cash Sens 
to Mr. Young. Young 
Mr. Rosensaum. Well, sir, they advanced that because we asked Mr. 
them to. Seni 
Senator Fu.srieutr. Did you ask them to? call th 
Mr. Rosensaum. I asked my brother to ask them to. I never talked Sen: 
to the people. by M 
Senator Futsricur. They just asked them to? furnis 
Mr. Rosensaum. Let me finish my statement, sir. And I feel opuiol 
that my firm would be obligated to repay the amount if Mr. Young comp: 
doesn’t. the as 
Senator Carenart. Mr. Chairman, I do not think it is necessary Sen 
to make a motion, but I want to suggest that you call as witnesses Mr 
the head of the Blair Co. and all the officials and those that had heard 
anything to do with the Atlantic Basin Iron Works as witnesses with & Co 
respect to this matter. Sel 
Senator Fursrient. I think, Senator Capehart, that the extent of Mr 
this committee’s inquiries into other things than RFC, and how many se 
witnesses we ought to call are matters that should be the subject of ask t 
an executive session. I do not want to make a decision off-the-cuff now quest 
as to whether or not we should go into this. furtl 
Senator Carrnartr. Mr. Chairman, I want to say this: I think it (1 
has a direct bearing upon the scope of this inquiry. 
Senator Furerieut. I think it has a bearing on it, too. 
Senator Carenart. A very definite bearing. mee 
Senator Futsricnur. I think we have already proven a very good Hon. 
point, even though it is beyond my comprehension, as to the way the | 
company is set up. Di 
Senator Torry. I think Mr. Rosenbaum described the state of mind laws 
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of the RFC were confused. That is putting it mildly, as far as we 
are concerned. 

Senator Carenart. Here is the case of a company with evidently a 
lot of assets, in which Mr. Young for $500 gets an option to pure ‘hase 
half of them. Then without exere ising the option they immediately 
loan him $30,000. 

Mr. Rosenraum. I have explained that, Senator. 

Senator Carenarr. We discovered this morning that the principals 
involved are oflicers of Blair & Co. and responsible, supposedly re- 
sponsib le businessmen in New York City. Why did they loan this 
man $30,000 if it was not for some kind of influence? As far as I am 
concerned I am going to insist that they be brought before this com- 
mittee and tell the full and complete story as to why they loaned this 
gentleman $30,000. 

Mr. Rosensaum. I have answered that, Senator. I said that we 
asked them to. 

Senator Carenarr. That is all the more reason why I want them 
down here, to know why they do it on your request. 

Mr. Rosennaum. We have acted as their counsel. We have a rela- 
tionship there. 

Senator Carenart. They just did it because you asked them to? 

Mr. Rosensaum. I feel we are responsible for the debt. 

Senator Carrnarr. Did ‘you guarantee the debt / 

Mr. Rosennaum. No, sir. 

Senator Carenarr. You feel a moral responsibility, that if Merl 
Young does not pay it back you will? 

Mr. Rosensaum. That is right. 

Senator Carenartr. That is more reason why I think we ought to 
call them as witnesses. 

Senator Toney. Mr. Chairman, could not the situation be helped 
by Mr. Rosenbaum kindly agreeing to see that this committee is 
furnished with a copy of the contract which he had to take up this 
option, a statement of the assets and liabilities of all types of the 
company itself, the Atlantic Basin Iron Works, and the statement of 
the assets and liabilities of Blair, or whatever it is—— 

Senator Benner. Rialb. 

Mr. Rosennacm. I think Rialb has only two assets. I think as I 
heard it Rialb has 10,000 shares of stock and, let’s see, it owes Blair 
& Co. $1,500. 100, 

Senator Futsricnt. Does it have any assets? 

Mr. Rosensaum. Just the stock in Atlantic Basin. 

Senator Futsricut. I wonder if you could not ask your ae to 
ask the Blair Co. to prepare a statement to cover Senator Capehart’s 
questions, and if it does not satisfy the Senator we ought to proceed 
further. 

(The statement referred to is as follows:) 

GOODWIN, ROSENBAUM, MEACHAM & BAILEN, 


Washington 6, D. C.. March 10, 1951. 
Re: Atlantic Basin Iron Works. 


Hon. J. WILLIAM FULBRIGHT, 
Chairman, Subcommittee on the Reconstruction Finance Corporation, 
United States Senate, Washington, D. C. 

Dear Srk: Atlantic Basin Iron Works is a corporation organized under the 
laws of the State of New York in 1902 with a capital of 2,000 shares of $100 
par value stock. The capitalization has never been changed. It is not, and 
never has been, a publicly owned company. It is not, and to the best of my 
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knowledge has never been, a borrower from or applicant to the Reconstruction 
Finance Corporation or had any dealings with the Reconstruction Finance Corpo- 
ration. 

During World War II, the company was engaged in the business of operating 
a ship repair and conversion yard on premises which it owned, located in 
Brooklyn, N. Y. Its work was performed almost entirely for the Army, Navy, 
and Maritime Commission. 

On December 11, 1947, Blair & Co., Ine. (now Blair Holdings Corp.), 
purchased all of the capital stock of Atlantic Basin Iron Works from the then 
owners, for a total purchase price of about $2,969,000. The purchase price was 
payable half in cash and half in escrow fund to be held pending completion of a 
final audit upon the basis of which certain purchase price adjustments were re- 
quired to be made. The final purchase price is in dispute and currently the 
subject of arbitration proceedings. 

The purpose of Blair’s acquisition was to realize a profit on the disposition 
and liquidation of the assets of Atlantic Basin Iron Works and not to engage 
in the ship repair and conversion business. The company is no longer in that 
business and makes its offices at the offices of Blair Holdings Corp., 44 Wall 
Street, New York, N. Y. 

On January 1, 1948, all of the stock of Atlantic Basin Iron Works was trans- 
ferred by Blair at cost to a corporation formed for that purpose, Rialb Corp., 
organized with a paid-in capital of $10,000 of which SO percent was subscribed 
by Blair and 20 percent by the two individuals who had brought the Atlantie 
Basin matter to the attention of Blair. The purpose of this transaction was to 
allocate the profits, if any, on the eventual liquidation of Atlantic Basin Iron 
Works, 20 percent to the finders and 80 percent to Blair. Blair accepted the 
note of Rialb Corporation for the purchase price of the stock of Atlantic Basin 
lron Works, and that note must be repaid before any funds go to the stockholders 
of Rialb. Blair now holds an option on the remaining 20 percent of the stock 
of Rialb, but it appears unlikely that on final determination the total realization 
from Atlantic Basin will equal the purchase price. 

Dividends have been declared from time to time out of the assets of Atlantic 
Basin. As of December 31, 1950, the company had total assets of about $912,244 
consisting principally of cash, notes receivable, marketable securities, and real 
estate; total liabilities of about $487,140, consisting principally of notes and 
accounts payable; and a net worth of about $439,104. The only assets of Rialb 
Corp. are securities of Atlantic Basin and claims for the adjustment of the 
purchase price of such securities now in arbitration as mentioned above, and 
its only liability its debt to Blair for such securities. 

The consolidated net operating loss of Rialb Corp. and Atlantic Basin Iron 
Works for the calendar year 1948 was approximately $967,000, and for 1949 
approximately $303,000. During 1950 the company sold all of its real estate 
(some of which, however, it reacquired in December 1950 after default in mort- 
gage payments) and shows a profit of about $177,188, after taking into con- 
sideration (a@) gains of about $188,685, on sales of real estate, and (0) about 
$51,860 profit on transactions entered into with funds or credits arranged by 
us, Which profits will not under our agreement be transferred to Blair in the 
event our option is exercised, as hereinafter explained. 

Our first contact with Blair Basin Lron Works was in July 1948 when we were 
engaged to prepare and process an application for refund of Federal income 
and excess profits taxes under the carry-back provisions of the Internal Revenue 
Code, with respect to its net operating loss for the year 1947, which application 
Was allowed in the sum total of about $414,824. This was a tentative adjustment 
which did not require argument on the merits, and occupied a period of approxi- 
mately 1 month. For our services we received $1,500. 
firm through, and was handled by, the undersigned. 

Beginning in September 1948 and running through a period of approximately 
1 vear, we represented Atlantic Basin Tron Works in connection with an ex- 
amination of its Federal income and excess profits tax returns for the years 1942 
through 1947, and in connection with certain claims before the United States 
Maritime Commission. For our services during this period, we received fees 
totaling $21,000. 

Subsequently we performed certain tax work for Blair Holdings Corp. and were 
generally informed of developments with respect to Atlantic Basin Iron Works. 
In the late summer of 1950, I was advised by various officers of Blair that a sale 
of the stock of Atlantic Basin was contemplated, and that it had a valuable 
tax carry-forward which Blair was not in a position to utilize. The terms and 
possibility of such a sale were necessarily complicated by reason of pending liti- 
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gation and arbitration proceedings, and because Blair had not yet exercised 
its option of 20 percent on the Rialb stock. When the sale which Blair had under 
consideration was not completed, I made an offer to Blair on behalf of my firm 
for an option on all the stock of Rialb, which offer was subsequently accepted 
and reduced to a written agreement on September 21, 1950. For this option we 
paid the sum of $1,000. 

In substance, the agreement provides that the assets of Rialb and Atlantic 
Basin on hand as of the date of the option, plus the proceeds of or earnings 
attributable to such assets thereafter, shall be transferred to Blair prior to 
the exercise of the option, or in any event by July 21, 1951, except with respect 
to certain litigable rights which Blair may keep in Rialb thereafter and which 
we agree to assign to Blair at its direction at any time after exercise of the option. 
The $1,000 payment is not returnable except upon failure of Blair to perform its 
obligations. The option price is $9,000 if we exercise by March 21, 1951, in the 
event Blair has completed the transfer of assets and so notified us; if we have 
not received this notification or until August 21, 1951, whichever date is earlier, to 
exercise at $9,000. Otherwise, the purchase price advances to $24,000, until 
March 21, 1952, on which date our option expires. The transfer of assets to Blair 
has not yet been accomplished, and we are not yet faced with the problem of 
determining when or whether to exercise the option 

The loans to Kk. M. Young were made upon my request to the president of 
Atlantic Basin Iron Works. I have enjoyed a relationship of mutual trust and 
confidence, as well as personal friendship, with this gentleman and with the 
president of Blair Holdings Corp., who is also a director of Atlantic Basin. Our 
option agreement contains provisions which both parties construe effectively to 
guarantee Blair against loss on any transactions entered into by Atlantic Basin 
Iron Works at our request or for our account, whether or not we exercise the 
option. Furthermore, unless as the result of a substantial decline in the market 
value of certain securities purchased by Atlantic Basin at our request, there is 
every reason to believe that we will exercise our option and that the profits in 
Atlantic Basin from transactions entered into for our account will exceed any 
loans made at our request. 

The option agreement was made directly between Blair Holding Corp. and 
this firm. Our sale of a half interest in our option to T. M. Young at our cost wus 
made without the knowledge of Blair Holdings Corp., whose consent was not 
required under the option agreement. No officer, director, or employee of Atlanti: 
Basin Iron Works or Blair, other than the unde rsigned, is acquainted with KE. M. 
Young, or ever met, talked with, or heard of KE. M. Young, to my knowledge. In 
December 1950 LT became a vice president and director of Atlantic Basin Iron 
Works, and vice president of Rialb, without salary. 

Blair Holdings Corp. and Atlantic Basin Iron Works have authorized me to 
release any information regarding those Companies Which I consider pertinent to 
the purposes of this letter. Copies of this letter are being forwarded to Blair 
Holdings Corp. and Atlantic Basin Iron Works. 

Very truly yours, 
(Signed) Francis N. RosENBAUM. 

Senator Carenarr. I would be very happy to look at the statement, 
but I certainly will not be satisfied with it. 

Senator Futsricur. I want to repeat this, that as far as this com- 
mittee is concerned I think the principal objective of the study has 
been achieved, the principal objective. ‘These hearings have a very 
limited objective, that is to demonstrate, I hope, to the Congress and 
the people that the report we issued in the early part of February was 
not an asinine report. I think we will achieve that point next week, 
and as far as I am concerned, speaking only for myself, I want to be 
through with this investigation. I have other matters that I think— 
well, I will say they are much more important—that I should be 
giving my attention to. If studies into these collateral matters are 
undertaken, they should be undertaken by a new subcommittee. That 
is the way I feel about it. I do not propose to spend the rest of this 
year chasing after these things. I have no objection to ‘you going 
ahead. 

Senator Caprnart. Here is the case where a group of men in New 
York City connected with Blair & Co., and I understand one of the 
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officers of Blair is president of Atlantic Basin Iron Works, loans 
Merl Young $30,000: I want to know.the ramifications of that, and 
I want to know why they did it, because they didn’t do it out of the 
goodness of their hearts. They did it for some reason, and I think 
we ought to know what that reason is. 

Senator Futsricur. I agree with you. Each one must interpret 
whi at he has heard in these he: arings, I suppose, in his own way. My 
own conclusion is that this whole operation tends to confirm the con- 
clusion that Mr. Young is a man of influence, and this is one of the 
many ways in which Mr. Rosenbaum chooses to ¢ ompensate Mr. Young 
for his services. That is pertinent to our inquiry. I think that demon- 
strates that limited objective. It may have many other implications, 
that is quite true, which are of interest, legitimate interest, to the 
people. I do not want to deny anyone the information but I do not 
propose to take my time, and the time of this committee—I know it 
does not have the money, because we are rapidly approaching the time 
when we will exhaust it—— 

Senator Carrnart. I think the Senate ought to give us some. 

Senator Futsrieutr. Do you not agree that we are getting into other 
matters which ought to be investigated, but not by this committee ? 
This committee was authorized to study the RFC for the purpose of 
recommending reforms in the RFC. But beyond the significance I 
have indicated, I think this matter of Atlantic Basin goes into tax 
problems, financial problems, would probably be of more interest to 
the Finance Committee than they are to this committee. 

Senator Carenarr. I don’t know. The President said the report 
was asinine. The President has stated since that there was no influ- 
ence, favoritism, or influence. Now we find that a group of New York 
financial interests have loaned Mr. Merl Young, one of the principals 
in this investigation, $30,000 without any apparent reason other than 
the fact that Mr. Rosenb: aum asked them to do it. 

Senator Fu.srieur. Well, if Mr. Young—— 

Senator CaprHarr. Let them tell their own stories before this 
committee. 

Senator Futsrientr. If Mr. Rosenbaum will do what we have asked 
of him; if he will ask his brother and have him submit a statement, 
you can look at it. It may indicate some further reason why we 
should have the witnesses. I would say we could reserve our definite 
decision. That ought to be made by the full committee anyway. 

Senator Caprnmarr. Well, yes; I think so. We shall certainly pro 
pose it to the full committee: 

Senator Futsrieutr. That will be all right. I am speaking for 
myself. To tell you the truth, I am getting fed up with spending all 
my time asking questions of people who will not answer most of the 
questions. 

Senator Bennerr. May I ask one to rest you a minute ? 

Senator Fursrient. Yes. 

Senator BeNNetr. Who owns the other half of that option of which 
Mer] Young owns half? 

Mr. Rosensaum. My firm. 

Senator Brennerr. The firm as a firm? 

Mr. Rosenpaum. That is right. 

Senator Fursrientr. Mr. Rosenbaum, what do these letters mean 
which I believe are carried on your stationery: “GOVPRAC”? 

Mr. Rosensaum. That is what is called a cable address, sir. 
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Senator Futsricut. How did you arrive at that particular com- 
bination of letters? 

Mr. Rosennacm. The office manager would contact the Western 
Union Co. and ask what names are available, and then she would work 
out some name and we would register it. I think we pay $3 a year for 
it. 

Senator Futsricut. That is your cable address? 

Mr. Rosennaum. Yes, sir, for oversea cables. 

Senator Fuusricur. Is it just a coincidence that that looks like 
“vovernmental practice”? I mean the abbreviation. 

Mr. Rosennaum. No, sir; she probably picked out that name. 

Senator Futsricur. Is that because you do specialize in practice 
with the Government / 

Mr. Rosenpaum. Yes, sir, in taxes which deal with the Government. 

Senator Futpricnr. And other matters / 

Mr. Rosensaum. Primarily taxes. 

Senator FuLBrieur. Would you say—well, perhaps you might think 
this is improper, and if you do, do not answer—but do you make more 
money out of tax work than you do any other work ¢ 

Mr. Rosenpaum. Yes. 

Senator Futsricgut. More than you have made out of your dealings 
with the Maritime Commission ? 

Mr. Rosenpaum. Oh, yes. 

Senator Fu.tsricnur. Are you sure about that? 

Mr. Rosennaum. Yes; Lam pretty sure of that. 

Senator Futprigur. Even as to the amount you can retain after 
paying your own taxes ¢ 

Mr. Rosensaum. Yes, sir. 

Senator Futsriegur. As | understand it, that which you make from 
the Marit ime Commission work consi sts of capital oalns, W hereas your 
fees are most ly Sst raight income: are t hey not ¢ 

Mr. Rosenpaum. That is true, Se ‘nator. 

Senator Fuusricnr. It makes a lot of difference. You would have 
to make twice as much or more on tax work than you do out of Mari- 
time Commission work: would you not ¢ 

Mr. Rosenspaum. That is correct. 

‘Senator Fuutsricur. Not that it has any bearing on this particular 
issue. [I am beginning to get interested in this tax business myself. 

Mr. Rosensaum. I am glad you are interested. Everybody has a 
problem. 

Senator Futspricntr. Mr. Rosenbaum, I have been given the follow- 
ing figures by the RFC which summarize the loan activity of the Good- 
win, Rosenbaum, Meacham & Bailen law firm in representing loan 
applic ants before the R Ie C. Thirty-e1 ioht loan ap plic: ations were sub- 
mitted to the RFC. The total loans applied for amounted to $59,- 
618,000. The total of loans approved by the RFC was $25,155,500. 

Mr. Rosenpaum. I don’t believe that figure is correct. Senator. 

Senator Futsriegnr. I said “approved.” These figures were sup- 
plied on request by the RFC. The remainder were either withdrawn, 
canceled, or r something hs appene <dto them. Would you like to supply 
a summary that is comparable, to see where the difference lies / 

Mr. Rosensaum. I would be glad to. 

Senator Futsrientr. These figures were supplied by the RFC. 

(The material referred to is as follows:) 
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Mr. Rosensaum. I believe that figure is wrong. 
Senator Futsriaur. Which f figure / Both of them 4 
Mr. Rosensaum. No. I do not think we have that much in loans 
approved. 
Senator Fuusricnur. $25.195.500 / 
Mr. Rosensaum. That is correct, sir. Does that mean approved and 
disbursed or approved 4 
Senator Futsricut. No; approved. 
Mr. Rosennacm. I still think they are high, Senator. I will furnish 
you with a schedule. 
(The schedule referred to by Mr. Rosenbaum follows :) 
Number of loan applicants represented by G. R. M. & B 34 
(One applicant filed loan application for three loans, another applicant 
filed applications for two loans. These are counted as one loan and one 
application in these statistics. ) 
The total amount applied for is $45,465,634.93. 


Applications withdrawn prior to, submission to Board : 4 

Submitted to Board ; 30 

Declined = ; peice: le 

Approved by Board 2 ; sob sfapea pects «i 
(The loans approved total $ $2: 5,092,000, ) 

Number of applicants unable to obtain disbursement of proceeds of loan 3 

Disbursed ae ; / Se i we 


(The amount disbursed on these 12 loans was $15,452,000. ) 

According to the annual report of the REC, of the 10,076 applications acted 
upon during the fiscal year ending June 30, 1950, the RFC approved nearly 55 
percent, 

Senator Futsricur. You know, of course, in these loans many 
things happen; that sometimes they are only partially disbursed, and 

forth. Those seem to be two ‘simple figures that might be sig- 
nificant. Iam making no attempt to itemize every dime. It would 
be an endless and more or less — procedure. 

Mr. Rosensaum. All right, 

Senator Futsricur. I have no more questions of Mr. Rosenbaum. 

Senator Frear. I have just one question. 

Senator Funsricur. I think there is something we want to ask Mr. 
Jacobs, but go ahead, Senator Frear. 

Senator Frear. I would like to ask Mr. Rosenbaum about the clients 
of his company that were willing to purchase Lustron. Were any 
of those, or had any of them ever been, RFC borrowers ¢ 

Mr. Rosenspaum. No, sir. One client that was interested had once 
filed an application but never pursued it. 

Senator Carenarr. Mr. Chairman, I think Mr. Rosenbaum de- 
sired that Mr. Jacobs testify as to the statement of Mr. Fruehauf that 
he encouraged him to accept the proposal made by the Rosenbaum 
firm. 

Senator Fursrieur. I believe that is right. 

You may be excused, Mr. Rosenbaum. 

Mr. Rosensaum. Thank you. 

Senator Futpricur. You are excused, too, Mr. Dyas. 

Were you sworn, Mr. Jacobs? 


Mr. Jacoss. Yes. 
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TESTIMONY OF REX C. JACOBS, PRESIDENT, F. L. JACOBS CO.— 
Resumed 


Senator Futgrigut. Would you care to give us your comment on 
the testimony you heard this morning? 

Mr. Jacozs. Well, to begin with, I think Mr. Fruehauf was slightly 
mixed up when he testified in regard to Lustron and myself. 

Senator Futsricutr. In what respect ? 

Mr. Jacozs. To begin with, the first conversation I had—maybe I 
better go back a little further. During the football season—I imagine 
sometime in the early part of Nov ember—I rode to Ann Arbor on a 
bus with Mr. Fruehauf’s brother Harry. any asked me if I knew 
what was going on in relation to Lustron. I said I didn’t at that time, 
and he wanted to know if there was ch Se 1 could do to help in 

regard to their potential loss. I told him 1 would if I could. 

Sometime around the latter part of that year or early in January, 
I had a discussion with Walter Dunham in his office. “Mr. Dunham 
asked me if I knew of anybody that would be interested in taking 
over Lustron. I suggested that Fruehauf were the most logical peo- 
ple. He asked if I would call Mr. George Fink and ask him if he was 
interested. 

Senator Fursrigutr. George who? 

Mr. Jacons. George Fink, Great Lakes Steel Co. 

I called Mr. Fink and I called Mr. Roy Fruehauf. Mr: Roy Frue- 
hauf came over to my office, and the conversation went along these 
lines: Incidentally, Mr. Dunham advised me that there was approxi- 
mately a $20,000,000 tax loss involved. I asked Mr. Fruehauf if he— 
what his profits were. He — d me that they could well absorb the 
$20,000,000 over a period of 2 or 3 years, but it was not quite clear in 
his mind how it could be dices. It was not very clear in my mind, 
either. 

So, as I remember the conversation— I have no prepared statement 
tee I advised Mr. Fruehauf that Mr. Rosenbaum was very com- 
petent on taxes and he could explain the situation to him. I suggested 
that, if he wanted to carry the thing any further, to get in touch with 
Mr. Rosenbaum. 

That is the last that I remember having anything to do with him 
until Mr. Fruehauf called my apartment at the Statler at the time, I 
think it was. I was not there, and he asked that I call him back. I 
did; and I think his conversation, his testimony, was pretty much the 
conversation. However, I did not urge him to continue with Mr. 
Rosenbaum. I did again suggest that I thought he was the proper 
man to handle this tax matter. 

Senator Fursrigut. That seems to me to be quite logical. You 
employed Mr. Rosenbaum because—— 

Mr. Jacons. I did not state that very well. A problem that had a 
tax matter of that size; I don’t remember the conversation; it is very 
hazy in my mind, 

Senator Furrrienr. The essence of what you did was that you did 
recommend Mr. Rosenbaum to Mr. Fruehauf? 

Mr. Jacors. Yes. 

Senator Futsricnt. It was a very logical thing for you to do. 

Mr. Jacons. And I think Mr. Fruehauf is quite mixed up in my 
motives. I had no great desire whether he bought Lustron or whether 
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he didn’t. I completely dropped the matter after my first conversa- 
tion with him until this telephone call. 

Senator Futsricut. Mr. Jacobs, the following excerpts are taken 
from the office records of Mr. Dunham, a Director of RFC [reading] : 

Thursday, February 16, 1950, Mr. Arthur D. Condon, attorney from Washing- 
ton, D. C., and Mr. Roy Fruehauf, Fruehauf Trailer, Detroit, Mich., called on Mr. 
Dunham. They returned again at 11:30 with Mr. A. 8S. Blagden, Federal Ma- 
chine & Welder Co., Warren, Ohio, and discussed the Lustron situation and the 
possibility of taking over the plant. Mr. Rex Jacobs telephoned. Mr. Merl 
Young telephoned. Mr. Jim Windham telephoned. Mr. Dunham did not meet 
Mr. Cy Bevan for lunch as planned, due to a mix-up. Mr. Dunham walked over 
to the Statler and lunched with Mr. Jacobs and Windham. 

That was the day on which all of these things took place. Would 
you tell the committee what you and Mr. W indham discussed with 
Mr. Dunham at that luncheon? 

Mr. Jacons. We certainly did not discuss Lustron. 

Senator Futsricntr. You did not? 

Mr. Jacorns. No. 

Senator Futsricut. You did not? 

Mr. Jacogs. No, sir. I have a very faint memory of Mr. Windham 
being quite concerned about a colored school or church in Detroit that 
he as a member of the review committee thought the RFC should, as 
a matter of public policy, make the loan. I am not sure of the exact 
detail. I did not pay too much attention to it. 

Senator Futpriegnt. I think that was a colored hotel. You did not 
mention Lustron on that day? Mr. Dunham did not mention it to you ? 

Mr. Jacorns. I don’t think so. 

Senator Futsriagutr. When you telephoned him that morning, what 
did you talk about ? 

Mr. Jacors. I asked him to have lunch with me. 

Senator Futsrientr. Do you not think it is a little odd that, in view 
of all of these important pe ople down here, he should not have brought 
the matter up with you? 

Mr. Jacors. No: I don’t. He might have made a casual remark. 

Senator Fursricgnt. He really regarded you and Mr. Windham as 
authorities on Lustron, did he not? 

Mr. Jacogs. He had before. I don’t think he carried it through that 
far. 

Senator Fuuesricgut. He had employed you—or, not employed— 
designated you as agent to make a recommendation / 

Mr. Jacons. Yes, sir; but some time before that. , 

Senator Fursricgutr. You cannot give the committee any light on 
that matter ? 

Mr. Jacors. No, sir. 

Senator Futsricut. I do want the committee to know that so far as 
it goes, this statement in the record confirms the statement we have 
received from Mr. Fruehauf about the timing of Mr. Fruehauf’s visit 
with Mr. Dunham on that morning of the 16th. 

Mr. Jacobs, have you supplied for the record a copy of the expense 
accounts for which the F. L. Jacobs Co. reimbursed Merl Young dur- 
ing his employment with the company ? 

Mr. Jacoss. No. Ihave it in my brief case. 

Senator Fu.tpricntr. Would you mind giving it to the reporter? 


Mr. Jacors. No, sir. 
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Senator Futsricur. Are they tabulated in detail 4 

Mr. Jacons. They show a date and amount. I have the vouchers in 
my brief case which I would rather not leave. They are the only 
copies we have. 

Senator Futsricutr. I wonder if you would mind asking Mr. Wind- 
ham or your office to tabulate those. 

Mr. Jacorzs. I have them tabulated, sir. 

Senator Futsricur. Have you! 

Mr. Jacogs. Yes. 

Senator Futsricur. Showing those details, the amounts and dates 
and what they were for? 

Mr. Jacons. It shows the date and the amount, not what it was for. 
The vouchers show that. 

Senator Funtsricgutr. The vouchers show that? 

Mr. Jacops. Yes. 

Senator Futsricur. I think the committee would like to know what 
it is for. 

Mr. Jacogs. We can put that in. 

Senator Fu.tsricur. Will you do that? 

Mr. Jacons. Yes, sir. 

Senator Futsrieur. Will you give it to us? 

Mr. Jacops. I can have it for you by Monday. 

Senator Futsricur. That will be fine. 
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(The material referred to follows :) 
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F. L. Jacobs Co.: Expense accounts of EB. Merl Young for the period Sept. 1, 1950, 
through Feb. 28, 1951 


| | } | } 
Telephone | 


Date a tle. | ~ Peawed Entertain- Miscel- | Total by 
graph ment laneous years 
1950—Oct. 2 (3 expense accounts $8. 50 $107. 45 
93, 68 35. OO 
154. 42 
Oct. 30 (3 expense accounts 82. 85 
2. 85 
75. 45 
Dec. 4 (4 expense accounts) } 92. 10 
84. 75 
97. 30 
99. 20 
Dec. 8 (2 expense accounts 94. 85 
111. ¢ 
Dec. 26 (2 expense accounts 99. 05 
SS. UD 
Total 256. 60 1, 141. 40 $1 s. { 
1951—Jan. 3 . 5.9 
Jan. 16 (2 expense accounts $16. 39 113. 99 ¥S. 10 
Feb. 1 : 9S. 40 
Feb. 7 10. 18 89. 65 
Feb. 15 79. 50 46. 60 $4. 58 
Total... Ree iain waged 106. 07 250. 24 292. 45 4. 58 653. 54 
Grand total_- 106. 07 506. 84 1, 433. 85 4.58 2, 051. 34 


Senator Carprnartr. Mr. Chairman, I would like to ask Mr. Rosen- 
baum one further question. 

Have you now exercised your option on this Atlantic Basin? 

Mr. Rosensaum. No. 

Senator CarpeHarr. You have not exercised your option / 

Mr. Rosensaum. No. 

Senator Futsrignr. Mr. Jacobs, are you acquainted with Mr. 
James Finnegan, the collector of internal revenue at St. Louis? 

Mr. Jacons. Yes, sir. He is a very good friend of mine. 

Senator Futprigut. Is he an old friend of yours ¢ 

Mr. Jacopns. No, sir; a good friend, I said. 

Senator Futsrigut. How long have you known hin / 

Mr. Jacoss. About a year. 

Senator Futsricur. What was the occasion of your becoming so 
friendly with him ¢ 

Mr. Jacoss. When we first started to prepare a presentation on 
Nicaro Nickel. I might remind the Senator that that is top secret. 

Senator Futsrigur. You mean your efforts to acquire the Nicaro 
Nickel Co. 

Mr. Jacons. Our efforts were not to acquire, to lease. 

Senator Futsricur. Could he be a participant in that if you did 
acquire it ¢ 

Mr. Jacors. Yes, sir. 

Senator Futrricutr. On what basis would you share in the owner- 
ship of the lease / 

Mr. Jacors. 1 don’t think we arrived at any basis. We did not 
get close enough to get any lease to worry about. 

Senator Futpricut. It was very seriously discussed in Washington. 
I have heard about it from certain sources. 


Mr. J ACOBS., Yes, Sir. 
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Senator Futsrientr. Did Mr. Young play any part at all in your 
efforts to acquire that lease ¢ 

Mr. JACOBS. Very little. He may have ruh some err: ands for us. 

Senator Futsrientr. Will you tell us about those errands that he 
may have run in connection with that? 

Mr. Jacors. I don’t think I can. I used his office quite a bit. 

Senator Futsrieur. Did he contact anybody in your interest / 

Mr. Jacons. No, sir; I did my own contacting. 

Senator Carrnarr. Mr. Chairman, will you yield a moment ¢ 

Who is the gentleman from St. Louis ¢ 

Senator Fuisricur. Mr. James Finnegan, collector of internal 
revenue. 

Senator Carpenartr. He is now a collector of internal revenue? 

Senator Futsricnur. That is my understanding. Is that correct? 

Mr. Jacorns. Yes, sir. 

Senator CapeHarr. He was to be a partner in this lease ? 

Senator Futsrieut. ‘That is my understanding. 

Mr. Jacons. I might add, I see your point, Senator. He intended 
to resign from the Internal Revenue. 

Senator Carenarr. Has this lease gone through ? 

Mr. Jacops. No, sir. 

Senator Capenartr. Will it go through? 

Mr. Jacoss. Not with us. I understand it has been leased—it has 
been disposed of. 

Senator Capenart. He was at the time the collector of internal rev- 
enue in St. Louis? 

Mr. Jacors. Yes, sit 

Senator Capenarr. Had the lease gone through, he would have 
resioned ? 

Mr. Jacors. That was his intention. I think his intention is to 
resign anyway and retire, I should say. 

Senator Futsricnr. In your plans for the financing of the Nicaro 
Nickel Co. lease, did you ant _ ip ite the borrowing of any money from 
the Reconstruction Finance Corporation ? 

Mr. Jacoss. That would have depended on the terms of the leas 
The Congress had appropriated $5,000,000 to rehabilitate the plant. 
Jt never became clear to us just what the $5,000,000 would be used for. 

Senator FutsricHr. How did you happen to tie up with Mr. Finne- 
gan in this business? Did he approach you with the proposal ? 

Mr. Jacons. No—well, I am not sure of that now. 

Senator Carpemarr. Who introduced you to Mr. Finnegan? 

Mr. Jacors. I think it was Merl Young; I am not sure of that. 

Senator Carpemart. Merl Young. 

Senator Futsricut. Did he get any finder’s fee out of introducing 
vou two? 

Mr. J ACORS. No. sir. 

Senator Futsricnt. Would he have had the deal gone through ? 

Mr. Jacors. No, sir. 

Senator Futsricutr. I suppose the $18,000 a year you pay him is 
in lieu of a finder’s fee: is that a fact? 

Mr. Jacorns. I think we have used up the finder’s fee, Senator. 

Senator Futsricur. How did Mer] Young happen to know about 
this business ? 

Mr. Jacors. General Services had been trying to sell the plant for 
quite some time before the present emergency arose. 
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Senator Futrricut. Who do you know over at General Services ? 


Mr. Jacoss. Mr. Larson. All the people I know over there I met 


in connection with Nicaro. 

There are two others—Williams—and two others I talked to. I 
don’t remember their names. 

Senator Futsrigutr. Do you know Mr. Haggerty ? 

Mr. Jacorns. Yes, sir. 

Senator Futsrianr. Is he a former associate of Mr. Young’s ¢ 

Mr. Jacoss. Yes, sir—I am not sure he is an associate. I know he 
knows Mr. Young. 

Senator Futsricut. They were so, were they not? We have already 
been advised in the letter that you proposed, I believe, you were to 
give Mr. Haggerty part of the Lustron stock, were you not ? 

Mr. Jacons. I did not propose to do that but his name was on my 
memorandum, 

Senator Fursricur. It was a tentative proposal that if it went 
through at such and such a price he was to get part of it, isn’t that 
right ¢ 

Mr. Jacoss. No, sir; it was purely a thought that went through my 
mind. That isas farasit went. He was a nominee. 

Senator Futsrieur. Do you know Mr. Haggerty well ? 

Mr. Jacons. Fairly well. 

Senator Futsriaiutr. Have you known him long? 

Mr. Jacons. I have known him quite a long time. 

Senator Fuisrient. anaes him for a long time ? 

Mr. Jacops. Yes, s 

Senator Funsriaur. But isn’t it a fact that he was an associate of 
Mr. Young’s? 

Mr. Jacops. I don’t know what you mean. You mean business? 

Senator Futsrieutr. I thought they had offices together some time 
back. 

Mr. Jacons. No; Mr. Haggerty was in and out of Mr. Young’s office 
a lot while he was waiting for his appointment. 

Senator Funsricut. His appointment to General Services ? 

Mr. Jacoss. That is where he ended up. I don’t know what he 
expected—— 

Senator Funsrieintr. Was Mr. Haggerty interested in your behalf 
or in this Nicaro Nickel Co. ? 

Mr. Jacons. No, sir: I never discussed it with him. 

Senator Futsrigutr. He never did anything to help you? 

Mr. Jacons. No, sir. 

Senator Carenarr. Haggerty is now with General Services? 

Mr. Jacoss. I understand he is. 

Senator Carenartr. They are the ones that handled this proposition ? 

Mr. Jacors. They had title to the property. 

Senator Bennerr. May I ask a question ? 

Senator Futsricut. Certainly. 

Senator Brennerr. Do you have any tax matters before Mr. 
Finnegan ¢ 

Mr. Jacors. No, sir. 

Senator Bennerr. Is Mr. Finnegan a man of considerable private 
capital so that he could go into an operation of this type? 

Mr. Jacons. I don’t know what his financial situation is. 

Senator Bennerr. But you were going to take him in as a partner 
in the deal if it went through. 
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ot has ©. 


Mr. Jacors. This started out, Senator, as an operation on a con- 
tract or lease. We did not presume at first that we would have to 
put any money into it at all. At one time the Munitions Board 
asked if we could furnish the working capital necessary. At that 
time I injected the F. L. Jacobs Co. into it and offered on a lease 
basis to supply a million dollars worth of capital. 

Senator Carprenarr. Have you ever had anv tax matters before Mr. 
Finnegan ? 

Mr. Jacors. No, sir. 

Senator Carpenarr. You never had any before ? 

Mr. Jacors. Our tax matters came to the Detroit office. 

Senator Fursriantr. Did Mr. Rosenbaum introduce vou to Mr. 
Finnegan ? . 

Mr. Jacors. No, sir. 

Senator Carenarr. He testified Merl Y 

Senator Fuiericautr. Do vou know Mr. 

Mr. Rosensnaum. I met him once. 

Senator Futsriaut, Have you ever had any cases in his office? 

Mr. Rosenraum. No. , 

Senator Bennetr. Do you know of any particular ability or ex- 
perience that would make Mr. Finnegan valuable in operating a 
nickel mill? 

Mr. Jacons. He is a lawyer. 

Senator Funtsricir. Mr. Jacobs, have you ever traded in listed 
securities ? 

Mr. Jacorps. Yes, sir. 

Senator Funsrigur. Have you ever traded in the Kai Frazer 
Corp. securities ? 

Mr. ot ACOBS, No. 

Senator Futpricutr. You never bought and sold 

Mr. Jacons. No, sir 

Senator Fursnricaut. You have never held 
Kaiser-Frazer stock? 

Mr. Jacorns. No, sir. 


Senator Funpriacut. I believe it was testifie est lav. Mr. Ja 
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that when Mr. Dunham wanted to send a letter to Mr. Haggerty Mr. 
Young said, “Give it to me and I will see that he That also 
left the impression with me that Haggerty and Mr. Y or We 


close, clo e friends. 
\Ir. J LCOBS, Thev seem to be 
Senator Futsricutr. Do you have any further comment to make 
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on the test WmMony offered thus morning 
Mr. ed ACOBS. No, sir. 
Senator Funtsricur. Mr. Jacobs, this matter may or may not strike 
you as bel ig pertinent to this inquiry. I am not j th) that 1 
but it could be. I wonder if you would mind telling 


about a charm school which Mrs. Jacobs cond | here in W - 
ington in the month of August 1949. We are partic I; y rested 
in the manner in which it was arranged to use the facilities 

Government and to make them available to Mrs. Jacobs for this 


. . ’ 177°) ; ' 1S, 
school, as we understand they were, We WOULG LiKe Oo } Ow av iittie 


about the financial aspects of the venture and who ide t] \r'- 
rangements for your using the Governments facilities 


SOOSS ol pt. o— 0 
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Mr. Jacons. There was a young lady that worked for Mrs. Jacobs at 
the time. That was about the time we were married. 

Senator Futsricutr. What ? 

Mr. Jacons. We were married just a few days before that happened. 
I do not know too much about it. She had a young lady working for 
her and I do not know her name, I can get it for you, who came out 
here and made arrangements with different Government agencies to 
put on this demonstration, this charm school, as we like to eall it. I 
paid the bill, if you want to know about that. 

Senator Carrenart. What is a charm school? 

Senator Futsrigur. You paid the bill for what? 

Mr. Jacoss. For the cost of carrying on the experiment here. 

Senator Carenart. What is a charm school ? 

Mr. Jacops. The thought was to teach the Government employees 
how to properly dress and make up and take care of their toilet. 

Senator Carenarr. It was to teach the Government employees how 
to dress properly ? 

Mr. Jacoss. Dress, make up, do their hair, and that sort of thing. 

Senator Fu.sricutr. Here is a description of it in an employees’ 
news bulletin of the Welfare Association, Department of Agricul- 
ture. This is apparently issued by the Department. It is entitled, 
“Fashion Show and Job Grooming Clinic.” 

(The material referred to is as follows:) 


EMPLOYEES NEWS BULLETIN OF WELFARE ASSOCIATION 
[Vol. 6, No. 8, Department of Agriculture, August 8, 1949] 


FASHION SHOW AND JOB GROOMING CLINIC 


There is an increasing awareness on the part of business girls everywhere 
of the fact that good grooming and good business go hand in hand with success. 
There is also an increasing awareness among employers that technical skill is 
only half of a satisfactory employee’s qualifications. The other half and in 
many cases the most important one is to “look and act the part.” 

With this in mind the AERA is sponsoring, through the efforts of the Virginia 
Farrell organization of Detroit, a fashion show in the Jefferson Memorial 
Auditorium at 6:30 p. m., on August 15 and 16. This is actually a series of 
cleverly worked out skits of many do’s and don’t’s in a typical day in the life of a 
business girl. Fashions and accessories will be displayed through the courtesy 
of Woodward & Lothrop and are guaranteed to be clothes suited for the office 
and within our budget. 

Following the fashion show there will be a job grooming clinic in the fourth 
wing cafeteria on August 17, 18, and 19 at 5:30 and 8:30 p. m. Six sessions 
to choose from, so take your choice of time. This program is set up to give 
personalized attention to fashions and wardrobe problems, figure and posture 
faults, make-up and hair-styling needs and special rules for office etiquette. 

Tickets for one session of the fashion show and one session of the grooming 
clinic are $8 and may be purchased from your AERA representative. 

Senator Futsricut. To make a little clearer what I am interested 
in, I want to know, first, was it Mr. Merl Young who made the arrange- 
ments for the use of the Jefferson Memorial Auditorium at 6:30 p.m. 
on August 15 and 16% In other words, someone had to obtain permis- 
sion for your wife to use these facilities. Now, did Mr. Young do that? 

Mr. Jacons. No, sir. Mrs. Jacobs’ own organization made all of 
those arrangements. 

Senator Futsrienr. Through whom did she make them ? 

Mr. Jacons. I don’t know much about it, either. Whoever was the 
head of the Agriculture Department’s welfare. I don’t know. 
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Senator Futsricut. Didn't she also use the auditorium of the De- 
partment of Agriculture ¢ 

Mr. Jacoss. I think so. 

Senator Futsricut. For clinics? 

Mr. Jacorps. I wasn’t there. 

Senator Funsrigntr. And style shows. Now, I am not interested 
in the style show as such. I do want to know who made the arrange- 
ments to use those facilities. 

Mr. Jacozs. The young lady that worked for Mrs. Jacobs spent 2 « 
3 weeks—— 

Senator Futsricnt. Are you sure that they did not use Mr. Merl 
Young’s services / 

Mr. Jacoss. I am sure they didn’t. 

Senator Futpricutr. You assert that as a fact? 

Mr. Jacoss. Yes. 

Senator Futsricut. Do you assert as a fact that Mr. Donald Daw- 
son had nothing to do with this? 

Mr. JAcogns. I am sure she didn't. 

Senator Futsrigutr. Did he or she? Isaid “he” didn’t. Did he or 
she ask that these facilities be put at the disposal of your wife? 

Mr. Jacors. Not to my knowledge. I ‘eae pretty sure they didn’t. 

Senator Futsricur. You are not sure? 

Mr. Jacoss. I was not in on the thing enough to know that. I know 
that she had one and two women up here and spent a lot of time mak- 
ing preparations. 

Senator Fu.sricut. As I say, if Mr. Young or anyone connected 
with these other aspects of influence had anything to do with it, that 
is one thing. If they did not, then it is none of our business. 

Mr. JAcozs. I don’t know whether they did or not. I doubt it. 

Senator Futsricut. Mr. Young is such a versatile young man lL 
thought maybe he did that, and I have been unable to find out just 
what he does to earn this $18,000. I thought this was one of his 
contributions. 

Do you have anything further to say / 

Mr. Jacors. No, sir. 

Senator FuLprieur. Mr. Condon, frankly, something slipped my 
mind. I intended to ask you something. Can you recall—you were 
at one of the meetings under discussion this morning—do you have 
anything that would enlighten the committee about any of the 
meetings ? 


TESTIMONY OF ARTHUR CONDON, ATTORNEY, WASHINGTON, D. C. 


Mr. Connon. No, sir. I accompanied Mr. Fruehauf the morning 
when we called on the four directors of the RFC. 

Senator Funspricut. What was that, now ? 

Mr. Connon. I was with Mr. Fruehauf the morning when we went 
to call on the four directors of the RFC, and then IL was with him 
when we went back to call on Mr. Dunham. 

Senator Fu.sricut. Can you tell the committee if you noticed any 
change in attitude on the part of Mr. Dunham between the first meet- 
ing and the second ? 

Mr. Connon. There was a very decided change in his attitude, Sen- 
ator. When we first went there, as Mr. Fruehauf stated, Mr. Dunham 
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was very cordial and greeted him and referred to some members of his 
family back home whom he knew or had known, and then when we 
went back the second time, which was somewhere around noon, Mr. 
Dunham was very hostile to the discussion about the Lustron loan. 
Senator Futsrieur. Do you have any expl: ination for that ? 
Mr. Connon. No, sir; I have no exph: mation based upon my own 
knowledge. 
Senator Fursricur. Can you confirm Mr. Fruehauf’s statement 
that you were received very cordi: ally, and that his first remark was, 
“Ts Mr. Rex Jacobs in town?” 
Mr. Connon. Yes, sir: I do confirm that. 
Senator Fu.srientr. From that you drew the conclusion that he was 
very close to Mr. Jacobs ¢ 
Mr. Connon. Yes, sir. 
Senator Futnricur. Are there any other observations you would 
hike to add to edi fy this record 2 
Mr. Connon. Me? 
Senator Futsricut. Yes. 
=e Conpon. No, sir: I have nothing to offer. 
nator Futprienr. Mr. Landa, Mr. Fruehauf said that the next 
dns 3 presume that was the day after January 24—in any case, Mr. 
Buckle y and Mr. James Gottheb and Mr, Fru ehauf went to the oflice 
of Fruehauf’s Washington counsel. That is you; is it not? 


it 


TESTIMONY OF ALFONSE LANDA, ATTORNEY, WASHINGTON, D. C. 


Mr. Lanpa. Yes, sir. I have been counsel on a yearly basis for 

bout 9 or 10 years. 

Senator Fuutsricur. Of Mr. Shop we 

Mr. Lanna, That is right; Fruehauf Trailer Co. 

Senator Funericur. He said you said this ee of Mr. Rosen- 

had the earmarks of a “Washington fix. is that correct ? 
Mr. Lanpa. Let me explain — statement, ae 
Senator Futsrient. All right. 
Mr. Lanna. The Commercial Home Equipment Co. was indebted to 
e Fruehauf Trailer Co. for a large sum, as testified to by Mr. Frue- 

hauf. Their application was in de — We could accelerate. the 


1 


baum s 


Or, 


payments under the agreement and thus have demanded from Com- 
mercial Home Equi pnent the care of their assets. Obviously. anv 
move to clissipate the rassets might cause us to move. We had been 


representing Fruel haut” S id iia and as counsel for Fruehauf we 
thought it very strange that remarks were continually being made that 
the rue hi Lu f Tr a iler ('o. had the wro! 1a attormeys in order * pro- 
tect their interests. ‘That statement was made to ny face | Vv Mr. 
Bu kley. 

Senator FuLpricnt. By Mr. Buckley ? 

Mr. Lanna. Yes, in the » presence of the othe r gentlemen. He told 
me th: il it was ver \ foolish for me to conti ue in my re sisti ince to the 
xpenditure of $100,000 of Commercial Credit money. 

“i iF uLBricur. Not aaa Credit: Commercial Home. 

Mr. Lanpa. meant Commercial Home Equipment; because other 

ople oe | solve the situation, and it would be for the benefit of our 
client, F icant Trailer Co., to have this aid and assistance that others 
could produce. Not on the basis of personal jealousy, but on the basis 
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that we felt that we had an interest in the assets of Commercial Home 
Equipment, I did not want to see them dissipate it, and any agreement 
that provided for the payment of a sum so large as $100.000 without 
a thorough underst: anding as to how the matter was to bs accomplished, 
that see med to me, reg: ardless of who made such a suggestion, to smack 
of fixing, and it was for that reason that I continually resisted any- 
body coming into the situation on behalf of Fruehauf Trailer Co. 

enator Futprient. So it is very clear that Mr. Paul Buckley, who 
was a director of Lustron, a part owner and IL believe a director of 
Commerce ial Ho me 9 quipment Co. .said tO you t] at they I ad the wrong 
attorneys and that they should employ Mr. Rosenbaum. 

Mr. L LNDA. He Sal id th: il tO n ie not once but Mian times: tiat if | 


would StOp Thy objections or f | would hot continue to obi t. othe 

ee tt ed a resolution of this situation 

favoral le to the Fruehauf Trailer (‘o. and the oblig illo was owed 
Senator It LBRIGHT. Did he ever elaborate us to just or 


] 9 . , ann 
the other atto rneys ula ace omplhish this and that 


oO Vou id J 
Mr. LANDA Well. ee rade various statements, but ob ly it : 


4 
unt ur LO chemin SOTne body else because he bia le the statement. Hi 
made the statement that attorneys he was proposing wv positiol 
to do things through their pel rsonal relat OnShHIps With ell rs of the 


RI ¢ ; that could hot be don eC in any other way. 


I resented any such suoevestion that we, on ¢ i ace { f 
Trailer. have anything to do wi ith tl it kind of operation nal ss ld con- 
sistently t » Mr. Buck!) that as far as we were Concel tour dvi eC 
to Mr eck uf would continue to be not to p ( nati 
of Commereial Home wan t’s asset in that fas] 1 e. as 
Cea oor Iruehauf Trailer had a proprietary interest in the assets 
of Com cas qui nnd 

senator F oe r. Did Mr. Bueklev mention relationship 


bet n Mr. Rosenbaum and Mr. Willett 2 
Mr. LANDA. \r. 2 ekley contim lly | ted t t M R npbaum 


this is Mr. Buckley's tatement, therefore it is n euYsaAyv— 
very ele ( CO Thanh) members of the RFC, ey COnVel Was Loos 
names were being flune around. Among the othe people v ho wel 
mentioned, Mr. Willett’s name came up at that time. I discounted it. 
Senator Futrricur. You knew, did you not, that Mr. Buckley has 
had a relationship to Mr. Rosenbaum under whi 1 he gets what 
lled, I believe, a forwarding fee, or it is at least a : of 1 


fees that he receives, Do vou know that / 

Mr. Lanpa. I suspected that was one of the reasons I felt he was 
so anxious to have other counsel injected into this thing. 

Senator Fursricur. In this a, I was not thinking only of 
that, but what I am thinking of, he was no strai 
baum. He knows him very well. 

Mr. Lanna. He explained that. 

Senator Futsricur. He did explain that ? 

Mr. Lanna. Oh. yes. He did not mention forwarding fees. 

Senator Futsrigur. Did Mr. Buckley mention Mr. Dunham, for 
example / 

Mr. Lanna. Yes; his name was also mentioned. As I say, I put no 
credence in it. 

Senator Futsrienr. We will put se gram n. Iam only asking 
you what he said, because this 1s pertinent to our central inquiry. 


Mr. Lanpa. Yes. 
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Senator Futsrigut. Did he mention Mr. Mulligan ? 

Mr. Lanpa. I do not recall his mentioning Mr. Mulligan. The two 
names he used continually were Mr. Dunham and Mr. Willett. 

Senator Furtsricur. Did he ever in your presence refer to Merl 
Young? 

Mr. Lanpa. Yes—you know, Senator, I am trying to be reasonably 
accurate. 

Senator Futsrtent. Lhopeso. I know it is difficult. 

Mr. Lanpa. There were so many conversations, there was so much 
of this coming to me every day, trying to get me to agree to hire 
other counsel. I cannot remember what names he used or what names 
others used, but I do not believe he advanced the name of Mer] Young 
very often in the role of somebody who could do the particular job. 

Senator Futsricutr. Did he mention the name of Donald Dawson 
as being one who might be of assistance ? 

Mr. Lanna. He did. 

Senator Futsrigutr. Did he mention Mr. Hise, the Chairman of the 
RFC? 

Mr. Lanna. I do not recall that he did. 

Senator Futsrigutr. Or Mr. Gunderson ? 

Mr. Lanna. Mr. who? 

Senator Futsrigutr. Harvey Gunderson. 

Mr. Lanna. I do not believe that he did. 

Senator Futsricnt. Did Mr. Fruehauf relate to you his conversa- 
tion with Mr. Rosenbaum ? 

Mr. Lanna. Yes. He immediately reported conversations, and as 
T have explained our interest in the funds of Commercial Home 
Equipment, I asked to talk to Mr. Gottlieb because I did not want 
funds of Commercial Home Equipment spent in that fashion. 

Senator Futsriegutr. Did what Mr. Fruehauf tell you at that time 
agree with what he said this morning ? 

Mr. Lanpba. In every respect. 

Senator Futsricnr. Mr. Buckley was there at that meeting, the one 
we refer to in which Mr. Fruehauf said that Rosenbaum said that he 
had Willett in his hip pocket. Do you recall Mr. Buckley was there, 
too? 

Mr. Lanpa. I was not there, you know. 

Senator Fursricutr. I know you were not. They did not say you 
were, but I would like you to merely confirm as best you can what 
Mr. Fruehauf told this committee. 

Mr. Lanpa. The next day that conversation was reported to me. 

Senator Futsricur. When it was reported to you was Buckley 
present ? 

Mr. Lanna. I do not recall. 

Senator Futsricut. Because I believe this meeting was the next 
day in your office that we are talking about. 

Mr. Lanpa. That is right. I do not recall. 

Senator Futsricut. Do you have anything further to say? 

Mr. Lanna. Just one thing further. I was sitting when the tele- 
phone rang and Mr. Jacobs talked to Mr. Fruehauf. I was sitting on 
the bed. Mr. Fruehauf answered it and I moved closer to him, and 
at that time, in that telephone conversation, it was again repeated 
that Mr. Fruehauf and I could hear at the other end speaking, that 
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Mr. Fruehauf had the wrong attorneys, that it was foolish to resist 
the employment of other counsel in this situation. 

Senator Futprigntr. Now to be more specific, this was the call that 
Mr. Fruehauf received from Mr. Jacobs. 

Mr. Lanna. At the Wardman Park Hotel. 

Senator Futsricutr. At the Wardman Park Hotel. 

Mr. Lanpba. That is right. 

Senator Futsricntr. That is the same day of the meeting that had 
been in your office ; was it not 

Mr. Lanna. Yes, sir. 

Senator Futpricur. Later in the day. And Mr. Jacobs called Mr. 
Fruehauf at the Wardman Park Hotel and you were sitting next 
to Mr. Fruehauf and you overheard— 

Mr. Lanpa. I was listening. 1 had my head right up next to the 
receiver. 

Senator Futsricnt. As the attorney for Mr. Fruehauf you thought 
it was your duty to do that. 

Mr. Lanpa. I was trying to find out as much as possible. 

Senator Futsrignt. And you heard Mr. Jacobs say that they still 
had the wrong attorneys / 

Mr. Lanna. Yes. 

Senator Futsricut. I can imagine that did not please you very 
much. 

Mr. Lanna. Not very much. 

Senator Futsrignt. Would you say that the statement Mr. Frue- 
hauf has made here as to what was taking place—that Mr. Rosenbaum 
had Mr. Willett and Mr. Dunham in his hip pocket—was consistent 
with what Mr. Buckley had been saying to you’ 

Mr. Lanna. Yes, it was consistent with the repeated statements 
by Mr. Buckley of that character to me. 

Senator Frear. I would like to ask a question of Mr. Jacobs. 

Senator Futsrient. Well, just a moment. Is there any v other thing 
that you would like to say that could throw any light on this? 

Mr. Lanna. No, sir. 

May I be excused ? 

Senator Funericut. Yes, sir; you may be excused. 


TESTIMONY OF REX C. JACOBS, PRESIDENT, F. L. JACOBS CO.— 
Resumed 


Senator Frear. Mr. Jacobs, you acknowledged the call to Mr. Frue- 
hauf that was just referred to? 

Mr. Jacons. Yes, sir. But as long as Mr. Landa has jogged my 
memory on it, I inquired from Mr. Fruehauf in our first meeting in 
my office who his counsel was. He told me, and he also added that he 
could get about anything he wanted in Washington. I said, “Well, my 
understanding of that was that they were washed up politically and 
could not, being a partner of Joe Davies.” 

Senator Frear. Where were you when you made this call we were 
just talking about, to Mr. Fruehauf ? 

Mr. Jacons. I think I was in my apartment at the Statler Hotel. 

Senator Frear. What number did you give Mr. Fruehauf to call 
you back? 
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Mr. Jacors. I do not remember. I may have been in Mr. 
baum’s office. 


Senator Frear. It is possible you could have been in Mr. Rosen- 
baum’s office when you called Mr. Fruehauf ? 

Mr. Jacors. The first time; but I am sure I was in my apartment 
when he called me back the second time. 

Senator Frear. The number you gave him to call you back was 
your apartment ¢ : 

Mr. Jacozs. No, Ido not know. Tam just going on his statement. I 
do not even remember when the call came in. Originally I know when 
I finally talked to him I was in the Statler. 

Senator Frear. That is all I have. 

Mr. Cuase. Mr. Chairman, may I ask that Mr. Fruehauf be asked 
vhether or not he disclosed to Mr. Jacobs that someone else was listen- 
ing to the telephone, so that the record will indicate his answer ? 

Senator Futrricnr. Mr. Fruehauf, would - come up, please. 

First, do you have any comment that you woul . care to make ? 

Mr. FRUEHAUF. The only comment l would care to make, Senator, 
is Mr. Jacobs remarked about the tax angle of the Lustron case. If 
vou will recall several weeks before I testified before your committee 
I told you that our company would not have anything to do with 
taking over the Lustron and gaining by taking a tax carry-back. In 
other words, anyone that had made suflicient profits for 3 y« 
row could have take 


Rosen- 


ars ina 
n over Lustron for a nominal sum provided they 
could have found the proper connections with the RFC and made a 
handsome profit by applying for a tax rebate. I explained to you 
that we would not have anvthing to do with a deal of that kind. 
Senator Funtrpricur. As a matter of fact, now that you mentl ion it. 
I believe in the meeting which your group had with either the full 


committee or the subeommitt oh oeremen if that was your principal 
motive oe leq! uri oy Li stron, We; lso asked Mr. Dodds. I think ne 
said that 1 be a result of such an acquisition—that is, that the 
Government saat pays for it out of the tax deduction—and I think 
you both did say what you just said. I think you said then you were 


not proposing to acquire the ownership at all; that you were eeking 
to get management. 


Mr. Frvuenavr. That is right. 

[ have one further statement. I donot care to get intoa controversy 
with Mr. Rosenbaum, but I test ifie d before your committee in executive 
session, and : i1so before this committee today under oath, and I will 
rest my case with the committee to judge on my veracity. 

Senator Fursricut. Do you have any other comment to make on 
this question of Mr. Landa having listened to your conversation with 
Mr. Jacobs? Do you recall the instance? 

Mr. Frvurmacr. Sure, very well. 

Senator Futericnt. He did this? 

Mr. Frurnacr. Sure he did. 

Senator Caprnartr. On a separate phone? 

Mr. Frurenacr. No. 

Senator Futsrientr. On the same phone. 

Mr. Frvenacr. He just put his head up near mine. 

Senator Fursricur. And as your attorney you thought that was 
quite proper ? 

Mr. Fruenavr. That is right. 





Sena 
and yo 
Mr. | 
Sena 
The 
m¢ yrnil 
(WI 
Mond: 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1233 
‘ 

Senator Futsricntr. You did not tell Mr. Jacobs that Mr. Jacobs 
and you were conferring in the presence of your attorney. 

Mr. Fruenavur. No; I did not tell him that. 

Senator Futsricur. Any other questions? 

The committee will stand in recess until 10:30 a. m. on Monday 
morning. Atthat time we will meet in room 457, we think. 

(Whereupon, at 1:35 p. m., the committee recessed to reconvene on 
Monday, March 5, 1951, at 10: 30 a. m.) 
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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


MONDAY, MARCH 5, 1951 


Unitrep States SENATE, SUBCOMMITTEE ON THE 
RECONSTRUCTION FINANCE CORPORATION OF THE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. G. 

The subcommittee met, pursuant to recess, at 10:30 a. m., in room 
457, Senate Office Building, Senator J. William Fulbright (chair- 
man of the subcommittee) presiding. 

Present: Senators Fulbright, Frear, Douglas, Capehart, Bricker, 
and Bennett. 

Also present : Senator Tobey. 

Theodore Herz, staff director: John T. M. Reddan, legislative coun- 
sel; James H. Foley, committee investigator. 

Senator Futpricutr. The committee will come to order. This 
morning the committee will hear testimony regarding the RFC loan to 
the Sax Enterprises, Inc., of Miami Beach, Fla. 

The first witnesses to discuss this will be Mr. Dodds and Mr. Rob- 
ertson. Will you gentlemen come forward, please ? 

Will you both be sworn. 

Do you solemnly swear to tell the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Dopps. I do. 

Mr. Ronertrson. I do. 

Senator Futsricut. Will you give your full names to the reporter, 
please ? 


TESTIMONY OF C. Y. DODDS, CHIEF OF THE OFFICE OF LOANS, AND 
H. W. ROBERTSON, EXAMINER, RECONSTRUCTION FINANCE COR- 
PORATION, WASHINGTON, D. C. 


Mr. Dopps. Mr. C. Y. Dodds, Manager, Office of Loans, Recon- 
struction Finance Corporation. 

Mr. Roperrson. H. W. Robertson, examiner, RFC. 

Senator Fuisricgut. There will be three loans discussed in the 
hearing this morning. The first, however, is the loan to the Saxony 
Hotel. I will give you a very short résumé to try to give some back- 
ground on the loan. . 

On January 7, 1949, the Saxony Hotel opened for business with 
about half of its rooms available. 

On February 1, 1949, all rooms were ready and occupied. 
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On February 24, 1949, the Saxony applied for a 10-year RFC loan 
of $2,500,000. 

April 14, 1949, the application was reduced to $1,750,000 to be 
used entirely for repayment of debts already existing. 

On May 19, 1949, a 6-year loan of $1,500,000 was approved by the 
RFC Be yard. 

On January 1, 1951, the balance of the loan, $1,200,000, was repaid 
in full. 

I wish to read some comment from the examiner’s report of May 
16, 1949: 

The purpose of this loan is to cure a distressed condition in the financial posi- 
tion of the applicant, due to the construction of the Saxony Hotel without a loan 
commitment before proceeding. This is excusable to some extent as Mr. George 
Sax owned and operated the Morocco Hotel at Miami Beach which was sold and 
the proceeds loaned to the applicant; however, due to approximately 30 percent 
overrun in construction cost, funds were not sufficient. The applicant secured 
a temporary mortgage of $800,000, the proceeds of which were used in the redue- 
tion of bank loans of $400,000 and construction bills of $400,000. This merely 
eased the situation to some extent. Applicant is now in need of long-term 
financing which does not appear available in a suflicient amount to meet its 
requirements. 

At this point, I would like to insert in the record Report No. 4 of 

Business Loan Branch of the RFC Office of Loans. This is a 
mimeographed report on the Saxony loan originally dated May 5 
1949, and redated May 16,1949. It has eight pages. 

Do you have a copy of that, Mr. Dodds? Will you identify it and 
supply it for the record ? 

Mr. Dopps. I can get it. 

Senator Futsrienr. Do you know what I am referring to? 

Mr. Dopps. I know what you are referring to and I will ide “ntify it. 

(The documents referred to are as follows:) 


3 


OFFICE OF LOANS 
BUSINESS LOAN BRANCH 
New loan 


May 5, 1949. 

(4) Jacksonville agency.—Sax Enterprises, Inc., Miami Beach, Fla. 

Date of application—February 24, 1949. 

Received in Washington.—April 1, 1949. 

Established.—1949. 

Business.—High-class air-conditioned hotel on year-round operation, including 
sale of food and beverages, and operation of Solarium and Cabana Club. 

Employment.—At present 375. No additional if loan is approved. 

Loan applied for.—$2,500,000, reduced to $1,750,000, April 14, 1949. 

Maturity requested.—10 years. 

Efforts made to obtain requested loan from banks or other sources.— 
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Eastern Mortgage Service Co., Mar. 7, 1949 Decline = N 
Philadelphia, Pa., agent for 
Mutual Benefit Association, 
New Jersey. 
Jefferson Standard Life Insurance Jan. 31, 1949 . do Da 
Co., Greensboro, N. C : : 
New England Mutual Life Insur- | Feb, 3, 1949 do O 





ance Co., Jacksonville, Fla., f po 
agent , 
Jacksonville Properties, Inc., Jack- Feb. 24, 1949 lo Not 
sonville, Fla., agent P 
Sonnonbl iman Corp., New Feb. 28,1949 | Offered ton ) $1 O50 OK 
York, N. Y. 3 vears, 1 
payable $20,000 1 
percent Cor 
ke ee, Vi } 
or ul ff SILO Wy 


The temporary loan of $800,000 was accepted and used to pay $400,000 to banks 
in Miami and $400,000 to subcontractors 

Participation None. 

Previous action.—None. 

Purpose.—Revised March 31, 1949 


To pay Kane I tment C ge 
To pay not pavabl on4 
To pay other not : 44 

1A witht ft ¥ co Messi K.H YR TI 
dec! r the fe ving reaso ; 

l. ‘| i 
hotel 

as ot } 

\ e bor ! 

exceed } 
mat l 
made RE¢ Ic ( 

Comments on purpose.—The purpose of this loan is to ire a distressed co! 

) } 


dition in the financial position of the applicant, due to the constru mn ¢ 
Saxon Hotel without a loan commitment before proceeding. This is excusable 
I ¢ 

A 


to some extent as Mr. George Sax owned and operated the Morocco Hotel 
Miami Beach which was sold and the proceeds loaned to the applicant; how 
ever, due to approximately 30 percent overrun in construction cost, funds were not 
sufficient The applicant secured a temporary mortgage of-SS00,000, the ] 
ceeds of which were used in the reduction of bank lo of $400,000 and construc 
tion bills of $400,000. This merely eased the situation to some extent App i 
is now in need of long-term financing which does not appear available in a suffi 


cient amount to meet its requirements. 


tgency advis ry committee recommends, Decline.’ 
lgency review committee recommends.—S1,750,000- 
lgenecy examiner recommends, S1.750,000., 


Washington Examiner Robertson recommends.—S1.500,000. 


Collateral offere é— 


1The advisory committee declined the loan for reason it appeared avai le from oft 
sources, t 
* See footnote 1 to table above. 
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| | 
Cost Net book | Appraised | tiauftatlon 
S alue | alue | 
| value es alue | value 
Land: Ocean front, 200 by 300, and improvements $750,000 | $750,000 
Building: 246-room hotel | 3, 542, 690 3, 542.690 | 2,013, 603 x 
cs ms . ° a ee a canes wT AOR RF $2, 5 
Furniture and fixtures } 594, 707 | 594, 707 | 625, 573 $2, 500, 000 
Pool:, Terrace cabana ee 81, 252 
OptNioo ne. i =e nn --| 4,437,397 | 4,887,397 | 3,470, 428 2, 500, 000 


Appraised by Walter Harris and W. Bates Cole on March 11, 1949. The ap- 
praisers are well and favorably known in the Jacksonville office. W. L. Harris 
Wis an approved appraiser for RFC Mortgage Company. 

Guarantees.—George D. Sax and wife, Rhoda Sax—net worth $1,000,000. 
Financial statement of George D. Saxr— 


Assets : 


a owes cei vacances anediaoseanil $65, 000 

atin INI NR ek eomuaaae 2 ae 

Receivables (Sax Enterprises, Inc.) ------~- Oc cecaeaeaaglssdeaiesviacm tne a 

Residence, Chicago, IJ____- i a gn 75, OOO 

Parnership inteerst Gam Sales Co., Peoria, IIl_--_--_-_-_--_-_-_-_-_- 285,000 
Investment in shares closely held corporation 

2,750 shares, Sax Enterprises, Inc., Miami Beach, Fla___-_-_- 275, 000 

833 shares, Superior Products, Inc., Chicago, Il_-___- Bee 14, 000 

833 shares, Consolidated Manufacturing Co., Chicago, Ill_---- 27, 190 

406 shares, Containa Manufacturing Co., St. Louis, Mo__---~ 9, 227 

1,270 shares, Exchange National Bank, Chicago, II1--__--____ 7381, 000 

2, 649, 877 

Liabilities: Estimated liability for income tax__-___-__-__--_-- ace  w2aee0 

Net worth — pee daiec is tact iews i ae watts clei cack suerte 2, 429, 877 


1Pledged as collateral for bank loan of Superior Products, Ine. 
2 Pledce as collateral to bank loan of Sax Enterprises, Inc. 


The financial statement refiects investments of $1,678,460 in Sax Enterprises, 
Other investments have been highly successful 

Comments on collateral.—The lot consists of all of block 17 in accordance with 
amended plat of ocean-front property of Miami Beach Improvement Co., recorded 
in plat book No. 5, pages 7 and 8, of Dade County, Fla., and being entire ocean- 
front block between Thirty-second and Thirty-third Streets, size 200 by approxi- 
mately 360, with raparian rights; purchased in 1948 at a reported cost of $250,- 
000 (now appraised at $750,000) ; sold to applicant for $300,000, which just about 
covers cost and taxes since acquisition. 

The appreciation is due to the lot’s location as there are practically no vacant 
ocean-front lots available south of Forty-fourth Street that could be improved by 
the erection of a large modern hotel unless present improvements were wrecked, 

herefore the cost of a site would be exorbitant. The increased appraisal is hased 
on $3,000 per front foot. Recent leases for similiar property have been on that 
basis and this site enjoys a frontage of 250 feet. 


The building is of fireproof construction and is 15 stories in height, containing 
2.179.582 cubic feet or 193,399 square feet. There are 246 rooms and penthouse; 
126 of the guest rooms have large private balconies. The penthouse consists of 
iving, library, and dining rooms, kitchen, laundry, and four bedrooms, each with 
private bath and a large master bedroom with two large baths, a powder room 
and balcony. 

Two and one-half floors devoted to public space and service. 


The breakfast room has a seating capacity of 200; main dining room has a seat- 


ing capacity of 525; supper club has a seating capacity of 240; coffee shop has a 
seating capacity of 125. 

The solarium has treatment rooms and toilets for both men and women and 
steam-bath section. 


The building is completely air-conditioned and heated by a carrier system 
which provides for individual thermostatic control in each room, also equipped 
with four Westinghouse high-speed selective control elevators. 





The oce 
ing a com 
feet. 

Furnitt 
frigeratic 
furnishin 
the beacl 
ment of ¢ 
labor, ar 

The aj 
cents pel 
property 
eost of I 

other pr‘ 


Condens 


Cash 
teceiva 
Invento 


Fixed (¢ 
Other_. 


Due R 
Bank | 
Other } 
Aceout 
Taxes 
Accrus 


Mortg 
Other, 
To be 
Advar 


Capit: 
Appre 


Surph 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1239 


The ocean side of the building has a landscaped garden; 20 cabanas, each hav- 
ing a complete bathroom; also there is a kidney-shaped swimming pool, 30 x 82 
feet. 

Furniture, fictures, machinery, and equipment.—The kitchen, dining room, re- 
frigeration equipment, furniture and fixtures cost $663,017, including outside 
furnishings as per certified statement. The hotel is considered the best hotel on 
the beach, being modern in every respect and there is submitted a certified state- 
ment of cost of the building at $3,472,857, covering each subcontractor, material, 
labor, architect fees, ete. 

The appraisal of the building appears very conservative, equaling only 92% 
cents per cubic foot against a cost of $1.60 per cubie foot. While the cost of the 
property exceeded the estimate by approximately 30 percent, due to the high 
cost of material and labor, that is no more of an overrun than has occurred at 
other projects recently completed. 


Condensed balance sheet (as of March 31, 1949) — 
[000 omitted] 
ASSETS 


(Based on $1,500,000 loan 





Pro fo 
Cash ee ‘ $93 $93 
Receivables 71 l 7 
Inventories____-_- 4 31 2) 31 
195 195 
Fixed (net) - 1, 920 1, 920 
Other : 197 3 197 
5. 312 5. 312 
LIABILITIES 
Due RFC within 1 year acs eins dice pa aoe aed . $100 
Bank loans $550 | 
Other notes : as 835 9 355 
Accounts payable___- 220 { 
Taxes (accrued 1] 11 
Accruals ; 11 1] 
1, 657 507 
Mortgages__ S00 7 11 400 
Other, insurance 80 S RO 
To be capitali 1 559 ) 
Advance renta ses 59 Q <9 
Capital 500 2 609 (11 
Appreciation lot 1° 30) 
Surplus__- ‘ 214 2 
Net worth 1 164 3. 273 
19 5 ) 
Condensed balance sheet 
(1) Accounts receivable: 
Guest (net) ~~~ van ; S62, 689, O8 


Other - c ae 3 : 8, 296. OO 


Return checks — 


een z 1a) 
sii, 240. 90S 
(2) Inventories: 
Food _- = mo ; 5, baa. bb 
Beverage jas 17, 183. 72 
EE BS eee eee oe iat : 143. 50 


— ol, 049. 99 
IREC 
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Condensed balance sheet—Continued 


(3) Other assets: 


Prepare insurance... aces . $98, 287.3 

gE ee Eee ae eee 1, 838. 15 
Prepaid telephone rental_._.___.._______________ 1, 345. 95 
Ie eee 
Ce ee inievscradaec onc: . 5, OS3. 06 


Deposits a ; ose _ 10,195. 00 
Unamortized prepaid expense 


S197, 3595. 40 
(4) Bank loans: 
Due First National Bank of Chicago___ __. 350, 000. 00 
Due City National Bank of Chicago__ _ 200, 000. 00 
~ = —- 5d50, OOO. 00 


The $550,000 was borrowed on the corporation’s note and secured by 
the personal stock owned by Geo. D. Sax in the Exchange National 
Bank of Chicago. This amount is to be capitalized in stock of applicant 
and the amount due the banks will be assumed by Mr. George D. Sax, 
relieving the applicant of all obligation and increasing net worth ae 
cordingly. 
(5) Other notes (borrowed money): 


Sam Bergman, Chicago ais ; ; _. $81, 200 
David Shapiro, Chicago . 50,000 

M. Woldenburg, New Orleans_ s _.. 50,000 
Isaac Brown, Chicago ________ a 45,108 
Marcus, Peoria — i: aati - os — a 325, 000 
551, 308 

For construction, various___- a ee. oo . 284, 000 


8355, 000 
Of this amount notes, aggregating $284,000, for construction are to 
be paid out of proceeds of loan, plus $196,000 to repay part of borrowed 
money from friends. 
(6) Accounts payable, mostly construction $220,000 to be paid out of proceeds 
of loan. 
(7) Temporary mortgage, due Kane Investment Co., $800,000; due on or before 
December 16, 1949, to be paid out of proceeds of loan. 


(S) Other long-term liability notes payable, insurance : $80,000. 


(9) Other long-term liability notes payable, stockholders: $1.559.0602 
(10) Advance rentals on leases: $51,844, 
(11) Capital account increased by capitalization of company’s note 


Geo. D. Sa $550, 000 
Also increased by capitalization notes to stockholders 1,559, 060 


?, 109, 060 


Working capital 


Notes to stockholders: Geo. D. Sax and wife are to be capitalized and net worth 


The ea 
SSO.S840 fi 
loan, bu 
CPA is | 
proportl 
Saxony 
after all 


(yr ) 
Rhoda § 
Meyer M 
Fred ¢ ( 
He rd kh 
l Hot 
( t ) 
Au 
oO 
( Mii 
from tl 
‘Trust ! 
Fila.; 4 
of Mr. 
He an 
Chicar 
of So 
Mr 
+ Mi 


itis a 

Con 
April 
Tioh ¢ 


Glass 
would 
or fre 
a loa 
could 
paym 
the | 
mort 
Bank 
whi 
for 


On! 


the 








STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Condensed earnings statement 


[000 omitte 


Denreciat 

The earnings for period January 7 to March 31, 1949, are net after deducting 
SSO0.S40 fixed charges which included interest of $16,070 at 4 percent on a $2,000,000 
loan. but excluding Federal income tax. The projected inco prepared by 
CPA is based on a year’s record of the Martinique Hote t Miami, Fla., on 
proportionate basis. This is supported by CPA statement of ion of the 
Saxony Hotel for the month of Mareh which reports a net profit of $120,000 


after all deductions except Federal income tax 


\T ‘ 
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Comments on management.—There are submitted copies of | of referel 
from the First National Bank of Chicago, Chicago, Ill.; the City National Bank & 
Trust Co., Chicago, Ill.; the Miami Beach First National Bank, of Miami Beacl 
Fia.; and the Mercantile National Bank, of Miami Beach, I \ k high 
of Mr. George LD. Sax as to his reputation and business re with th 
He and his family own controlling interest in the Exchange N il | k oO 
Chicago, having a Capital structure of over $1,400,000 wi dep S exce 
of S38.000.000 He also owns an interest in DuPage | ( G | I 

Mr. Sax owned and operated a small hotel in Chicag the M Hote 
at Miami Beach which was sold at a good profit and pr vested i | 
cant 

All the employees of the managerial force are experienced n and wl 
it is a new corporation, it would appear to be efficiently st 

Comments of Washington eraminer. At a conference held n this office « 
April 11, 1949, with Mr. Glassgold, attorney representing the apy the q 
tion of securing long-term financing from ot] sources Was d ed 
Glassgold assured this examiner that it was impos O Ser W 
would meet the applicant’s requirements either from mortgag mpal 
or from banks. He explained that the Florida National Bank of M fer 

loan of $1,000,000 for a period of 3 years, payable $25,000 per mont! Mir. Sa 
could not accept this loan due to the short time a1 prol e 
payments: furthermore, it would not meet the app! juiremen ul 
the loan were accepted it would have precluded the se y g-te 
mortgage. He further explained that at the same ti N 
Bank offered to make the loan, the Mercantile National Bar f Miami Beach, t 
which the applicant owed $300,000, heard of its difficu ind « 1 Mr. Sa 
for a conference and they arranged a temporary loan of SSOO,000 du 
months, through the Kane Investment Co., of Miami, which was sufficient to ] 
the loan due the Mercantile National Bank and the $100,000 due the First N: 


80585—51—pt. 3——_--6 


124] 
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tional Bank of Miami. The balance of $400,000 was disbursed to contractors and 
material suppliers by the bank, at which time they executed a release or a waiver 
of their claims so that a temporary mortgage would be secured as a first lien on 
the property. 

This temporary financing eased the situation to some extent and since that 
time Mr. Glassgold has been endeavoring to secure a long-term mortgage. 

Mr. Glassgold pointed out that upon completion of the building there remained 
unpaid construction bills aggregating $879,000 after Mr. Sax secured $551,308 
from five personal friends and the borrowing of $950,000 from banks. All the 
proceeds were used in construction of the building as well as personal investment 
of Mr. and Mrs. Sax, approximating $1,900,000. 

This is supported by a certified statement itemizing all of the construction 
accounts, including material suppliers, labor, furniture and fixtures, and equip- 
ment, representing a total cost of $4,140,625, excluding the cost of the lot. 

Messrs. Farwell, Turner, and Lannom suggest that in the event a loan is made 
to the applicant, it should not exceed $1,500,000, excluding furniture and 
fixtures and equipment, in which this examiner does not concur as it would be 
unwise to make a loan on a hotel of this type without having a first and para- 
mount lien on the property as well as all of the furniture, fixtures, and equipment. 
The latter item cost $663,000. 

Mr. Sax had sutlicient credit with personal funds invested to build a property 
that cost over $4,000,000 and, after analyzing the financial statement, it would 
appear that a loan of $1,500,000 would meet the applicant’s requirements except 
there would still be due to personal friends the sum of $355,000 which Mr. Sax 
should be in a position to arrange by secondary financing. 

The question of a loan resolves itself primarily as to the policy of the Board 
in making a loan on a luxury resort hotel; however, in this case there is an 
ncute distress and the applicant appears eligible as it is operated by the owners 
in 2 business venture employing 875 people. 

The collateral offered for the loan, together with the operating statement from 
the date of opening, January 7, to March 31, and the projected earnings on a 
per annum basis, appear sufficient to reasonably assure repayment of a loan of 
81,500,000, 

Recommendation of Washington examiner.—Providing it is the policy of the 
Gourd of Directors to make a loan on a luxury resort hotel, based on the valye 
of the collateral offered, a direct loan of $1,500,000 is recommended to mature in 
6 years with interest at 4 percent payable monthly, and the principal paid in 
quarterly payments of $25,000 on the Ist day of April, July, October, and January 
of each year, beginning October 1, 1949, balance at maturity, upon the following 
conditions: 

il. ‘That satisfactory evidence be furnished agency manager that the applicant 
has been released of the $350,000 obligation due the First National Bank of 
Chicago and the $200,000 due City National Bank of Chicago, secured by personal 
stock of George D. Sax in the Exchange National Bank of Chicago, and that the 
S550,000 be cupitalized. 

2. Collatera (a) First lien on block 17, amended plat, ocean-front property 
of Miami Beach Improvement Co., recorded in plat book 5, pages 7 and &, public 


records of Dade County, Fla., together with improvements thereon. (0b) First 
lien on all kitchen, dining room, refrigeration equipment, and furniture and fix- 
tures being used in the operation of the hotel. (c¢) Personal guaranty of George 
Dy. and Rhoda Sax. 

3. Agreements: (a) 50 pereent net earnings clause; (0b) tax deposit agree- 
ment; (¢) management agreement; (d@) after-acquired property agreement. 


t. That this loan be disbursed in a manner satisfactory to agency manager, 
SS00,000 of the proceeds to be allocated to the payment of the temporary mort- 
puge due l ecelnber LG, 1949. 

5. That the notes of applicant, payable to stockholders aggregating $1,559,060, 
be capitalized. 

6. That not more than $196,000 of the proceeds of the loan be used as part 
payinent of the five notes as enumerated in application and that applicant fur- 
ish satisfactory evidence that the payment of the $355,000 balance has been 
arranged on a long-term basis satisfactory to agency anager 

7. That the applicant furnish satisfactory evidence to agency manager that 
all subcontractors, suppliers of material, ete., have executed a release of liens, 
if any, or waiver of claims against the applicant before disbursing any of the 
proceeds of the loan. 





l 


H. W. Roserrson, Examiner. 
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Comments of Washington Examiner Peery.—‘I have looked over the subject 
application. Distress appears acute in this case, brought about by high cost of 
construction during the rush construction period in the Miami area. In my 
opinion, the owner of this property may find it difficult to create a sound operat- 
ing property, from an income standpoint, on this hotel, notwithstanding that it 
is one of the fine hotels in the Miami Beach section. 

“The loan applied for amounts to approximately $10,000 per room, In the face 
of an overbuilt hotel situation on Miami Beach, with evidence that the next few 
years may find the high-priced hotel rooms receding in public popularity, resulting 
in less volume than estimated, this situation, in my opinion, is one where the 
REC should keep out of. <A loan of $1,000,000, it is believed, would not cure 
applicant’s distress, and loan in any amount, in my opinion, way prove trouble- 
some, because of the uncertain conditions for luxury-type hotels in Florida. 

“Outside of the credit risk involved, it would appear to me not to be good publie 
relations to advance a large loan on a luxury-type hotel, when funds are so badly 
needed for the creation of low-cost housing space. Further, there is no evidence 
that income from the property will be adequate to service a loan in an amount 
that will prove helpful to applicant. 

“Tl would recommend decline of the application.” 

Review committee concurs with Washington Examiner Peery in recommending 
decline. 


G. P. LUCE. 
J.C. Kure. 
RANK T. RONAN, 
T. E. Parks. 
Senator Fu.srienr. This application was first handled by the Jack- 
sonville, Fla., agency. ‘The 
application. 
1 believe, Mr. Dodds, that the age 


gency eXaminer recommended a loan 
of $1.750.000. 


agency acted negatively on the 


Mr. opps. That is correct from the record, Senator. [| 
indicates that. 
Senator Futpricut. The agency review committee, what did it do! 


Mr. Dopps. The 


agency review committee conditionally recom- 
mended the loan of $1,750,000, 
Senator / ULBRIGHT. \\ hat cid the manager and the two members of 


the ugency review committee recommend ¢ 
Mr. Dopps. ‘The agency manager, with two membe1 
committee, recommended decline. 
Senator Futsricur. | believe they stated tl] not, and I 


A . citi il ‘ LLUL. ciil 
quote: “The hotel is definitely a luxury resort hotel and therefore 
essentially speculative.” Is that correct / 

Mr. Dopps. That is correct, sir. 

Senator Futsrigur. And the agency advisory committee, what did 
they do? 

Mr. Dopps. They recommended decline of the loan. 

Senator Futsricur. Why? 

Mr. Dopps. For the reason that the credit wp 
available, was the reason they gave. 

Senator Fu.tsriantr. And the manager recommended 
not ¢ 

Mr. Dopps. That is right, sir. 

Senator Futsrieut. When the application came to W 
handled it ¢ 

Mr. Dopps. Mr. Robertson handled the application. 

Senator Funtprigur. And who else? ‘Was it not referred to two 
examiners? Did not Mr. Peery also examine it ‘ 

Mr. Dopps. Mr. Peery review it; yes, sir. 


| ] —- 
pear d to be oLhnerwise 


lecline, did he 
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Senator Furesricur. Mr. Peery reviewed it and Mr. Robertson 
reviewed it, did he not ? 

Mr. Dopps. Yes, sir. 

Senator Funsricur. For the record, I wish to read—well, first, did 


not the review committee in Washington, four members acting, concur 


with Mr. Peery? 

Mr. Dopps. They did, sir. 

Senator Futsricntr. Recommended decline, did they not ? 

Mr. Dopns. Yes, sir. , 

Senator Futsrieur. I want to read for the record at this point the 
comments of the Washington examiner, Peery, one of the two ex- 
aminers who reviewed this. 1 quote: 


I have looked over the subject application. Distress appears acute in this 
case, brought about by the high cost of construction during the rush construction 
period in the Miami area. In my opinion, the owner of this property may find 


it difficult to create a sound operating property, from an income standpoint, on 


this hotel, notwithstanding that it is one of the fine hotels in the Miami Beach 
section 

The loan applied for amounts to approximately $10,000 per room. In the face 
of an overbuilt hotel situation in Miami Beach, with evidence that the next few 
years may find the high-priced hotel rooms receding in public popularity, result- 
ing in less volume than estimated, this situation, in my opinion, is one where 
the RFC should keep out of. A loan of $1,000,000, it is believed, would not cure 
applicant’s distress, and loan in any amount, in my opinion, may prove trouble- 
some, because of the uncertain conditions for luxury-type hotels in Florida. 

Outside of the credit risk involved, it would appear to me not to be good publie 
relations to advance a large loan on a luxury-type hotel, when funds are so badly 
needed for the creation of low-cost housing space. Further, there is no evidence 
that income from the property will be adequate to service a loan in an amount 
that will prove helpful to applicant. 

I would recommend decline of the application. 

Mr. Dodds, what is the full name of Examiner Peery ? 

Mr. Dopps. I think it is Robert W. 

Senator Futsrigur. Is he still with you? 

Mr. Dopps. No, sir. 

Senator Futsricgutr. When did he leave? 

Mr. Dopps. I think it was about S or 10 months avo. I don’t recall 
exactly. 

Senator Futsricur. Did he leave voluntarily ? 

Mir. Dopps. Yes, sir. 

Senator Funtpriciur. Where is he now? 

Mr. Dopps. I understand he is in business for himself here in 
Washington. 

Senator Futsricut. Mr. Robertson, you recommended approval of 
this loan, did you not ? 

Mr. Ronerrson. After considerable negotiation with the appli- 
cant’s attorney. 

Senator Funtsrigut. On what basis did you recommend that loan ? 

Mr. Rorerrson. I recommended approval providing the owners 
would capitalize $2,100,000 worth of the debts. Otherwise, I would not 
recommend anything. 

Senator Futsricur. I want to read one paragraph from your report 
of May 16, 1949: 


Providing it is the policy of the Board of Directors to make a loan on a luxury 
resort hotel, based on the value of the collateral offered, a direct loan of $1,500,- 
000 is recommended, to mature in 6 years with interest at 4 percent payable 
monthly, and the principal paid in quarterly payments of $25,000 on the Ist 
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day of April, July, October, and January of each year, beginning October 1, 
1949, balance at maturity, upon the following conditions: 

And then the conditions are set forth in the report, which Mr. Dodds 
has undertaken to supply for the record. 

Do you have a copy there ? 

Mr. Roperrson. Yes, sir. 

Mr. Dopps. I have a copy here, Senator, from which you are read- 
ing, I think. Itis dated 

Senator Futsricur. Mr. Robertson, at this point, would you tell us, 
bearing in mind that this hotel was already built and in operation, 
and at the time the loan was made I think enjoying full capacity, or 
approximately, why do you think the loan should have been made? 

Mr. Roperrson. Well, you had here a distressed financial condi- 
tion of the bon rower with threatened foreclosure proceedings against 
him. 

Senator Futsrieur. What public interest was served by the RFC 
loan ? 

Mr. Ronerrson. Public interest there, Senator, could be considered 
several things—the effect of the foreclosure proceedit os in the area 
wherein the hotel is located. 

Senator Futsricgnr. Do you think if you had not given the loan 
the hotel would have closed and ceased to operate ¢ 

Mr. Ropserrson. Well, 1 could not presume whether it would or 
would not. 

Senator Futpricur. As a matter of fact, there wasn’t the slightest 
chance that it would, isn’t that right ? 

Mr. Roserrson. No, sir; I don’t know. We had to look at the 
facts as reported by our agency. 

Senator Funsrienr. Tell us the facts, what makes you think it 
might have been closed ? 

Mr. Roperrson. Well, here, Senator, you have got an application 
prepared in the field, and we rely a good bit on our field examiners 
to take up all facts and submit them to Washington for review. Here 
vou have an application for $2,500,000. You get an agent examiner 
recommending, first, $2,250,000, and then later modify it to $1,750,000. 
The agency review committee recommends $1,750,000. The agency 
manager suggests $1,500,000 in the event the loan is capitalized. 
Then it comes to Washington for review. Then it was assigned to 
me. <All right, when it was assigned to me, the next thing I knew 
Mr. Glassgold, the applicant’s attorney, came down to negotiate. I 
said, “No, I can’t recommend that loan due to this financial condi- 
tion of Mr. Sax, the Sax Enterprises.” He said, “Why?” I said, 
“It was too heavily in debt.” I said, “I notice the agency had 
requested subordination and stand-by agreements of $1,500,000.” 
I said, “It isn’t enough.” I said, “I think this $550,000 is due the 
banks out there, also.” 

So in our negotiation he said, “All right, then, condition the loan 
of $1,500,000 based on $2,100,000 being capitalized.” That was the 
basis on which I recommended the loan. 

Senator Futsricutr. Mr. Robertson, I think the facts are such that 
the amount that had already been invested—that is, there was very 
little likelihood that RFC would have lost any money on this loan. 
That is not the point we are speaking about at all. Assuming that there 
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is no risk in it, no risk of RFC money, why do you think RFC ought 
to have put money into such a loan ? 

Mr. Rosertson. You asked for the public interest. If you take 15 
or 20 subcontractors waiting and hollering for their money, and other 
accounts and notes paid, all ona temporary basis, I think you are abo- 
lutely justified in approving the loan. There again I say it was a 
matter of policy for the Board and not up to me. 

Senator Fursricut. I think that is the position you should take. 
I tried to point that out to you in the beginning, when I read your 
statement, “providing it is the policy of the Board of Directors”. It 
seems to me the only position you can take is that policy was not your 
concern. It was not for you to decide, that is the policy-making part. 
Assuming that this kind of deal is in the public interest, all you were 
engaged in doing was setting the terms, is that right ? 

Mr. Ronertson. Se tting the terms from a credit standpoint. 

Senator Fctsrient. But you do not presume to set the policy ? 

Mr. Rosertson. No, sir. 

Senator Funsricut. Do you ever? 

Mr. Rosertson. No, sir. 

Senator Futsricur. Then when I asked you why you felt this loan 
should be made the proper answer would be that you did not feel it 
should be made. You were only concerned with the credit. 

Mr. Rosertson. That is correct. I don’t make any loans. 

Senator Futsrient. I was seeking to get you to advance that position 
from the beginning, but you misinterpreted my questions. 

Coming back to the practical matter, do you think if the loan had 
not been made the hotel would have closed down? How much had been 
invested in the hotel ? 

Mr. Rorertson. Oh, about 2% million of his own money. 

Senator Futrrient. Did it cost $5,000,000, over-all ? 

Mr. Rorertson. The actual cost of the hotel was about $4,300,000. 

Senator Futsricnur. What the borrower did with the money was to 
pay off, largely, a bank—I have it noted somewhere—the money was 
not going directly to laborers, it was going to banks and creditors who 
had advanced funds on a short-term basis, is not that a fact ? 

Mr. Rorerrson. And subcontractors and furniture. 

Senator Futsrient. I think it is quite difficult to make a case here 
that RFC was advancing the money to relieve the distress of a lot of 
poor people. 

Mr. Rorertson. Four people? 

Senator Futsricut. Yes—— 

Mr. Rosertson. There were numerous of them. 

Senator Futsrient. What is that? 

Mr. Rorertrson. There were numerous. There were four items. 

Senator Futericur. What I mean is the laborers, the men who built 
the hotel had been paid from funds advanced on short-term loans from 
banks and creditors. 

Mr. Rogertson. There again I don’t know about the subcontractor 
situation. 

Senator Fursrimur. Well, Mr. Robertson, I do not want to quibble 
over those particular points, but I was only making the point that 
you did not seek to justify the loan because of the relief of working 
people. You do not seriously advance that as your reason, do you! 
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Mr. Roserrson. Not so much; no. I think you have got to con- 
sider the over-all picture, Senator. 

Senator Futsricnr. I do, too. The Jacksonville advisory com- 
mittee said that the financial assistance was otherwise available. Did 
you check about that and see whether or not it was / 

Mr. Roserrson. I checked with Mr. Glassgold, the borrower's 
attorney. He definitely assured me it was not, and also the agency’s 
examiner’s report specifically states that the number of people that 
had declined the loan—let us see, the Eastern Mortgage Co. declined, 
the Jefferson Standard Life declined, the New England Mutual de- 
clined, Jacksonville Properties declined, Sonnonblick-Goldman Corp., 
New York, offered a loan of $1,250,000, 3 years, 51 percent, pay: able 
$20,000 per month, 5 percent commission, plus a b roker: age fee which 
was exorbitant. Then the only other loan they were offered was a 
loan 

Senator FursriecHr. Did you think that offer was unreasonable ? 

Mr. Roperrson. Absolutely. It was not on reasonable terms at all. 

Senator Futsrienr. Unreasonable ? 

Mr. Ropertrson. Yes, sir. The only other offer to loan—— 

Senator Futsricutr. Why did you think it was unreasonable / 

Mr. Roperrson. $20,000 a month is too large a payment to make for 
a 314-year loan, or a 3-year loan, rather; 514 percent interest, 5 per- 
cent for commission, 5 percent brokerage fee. 

Senator Futsrigutr. Mr. Dodds, have you ever been in the Saxony 
Hotel ? 

Mr. Dopps. No, sir; I never have. 

Senator Futpricutr. Mr. Dodds, was any sort of pressure or influ- 
ence brought to bear to grant this loan to the hotel that you know of ¢ 

Mr. Dopps. Not that I know of, Senator. 

Senator Funtsricur. Do you know of any, Mr. Robertson ? 

Mr. Roperrson. No, sir. 

Senator Fursrienr. Did you discuss this applica 
in the Government outside of the RFC? 

Mr. Rozerrson. No, sir. 

Senator Futsrieutr. Mr. Robertson, a moment ago—I wish you 
would clarify that—were not the entire proceeds of this loan used 
to pay existing debts ? 

Mr. Rorerrson. Yes: that is right. 

Senator Futsricutr. Would you call this a bail-out ? 

Mr. Roperrson. Well, in some instance you would consider it, and 
then again is the statement that vou read wherein the applicant seed l 
have guarded against getting this commitment or loan before starting 
instead of after “construction. 

Senator Fursricutr. Do you think this use of RFC money added 
anything to the productive capacity of the Nation ? 

Mr. Ronertson. No; I do not think it did. 

Senator Futrrieur. You do not think so. Did it merely substitute 
public ownership of indebtedness for private ownership of indebted- 
ness already in existence ? 

Mr. Roserrson. That is right. 

Senator Fuusricut. That, I think, highlights the point I am seek- 
ing to make. What is the public interest in doing that? 

Mr. Ropertson. Senator, do you recall when the RFC Mortgage 
Company was in existence? 

Senator Futsricnur. Yes. 


tion with anyone 
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Mr. Rozerrson. All right, what was that purpose ? 

Senator Futsricnr. It did not occur to me that it was to finance 
property such as the Saxony Hotel. 

Mr. Roserrson. All properties, all hotels. 

Senator Futsricur. You made no distinction ? 

Mr. Ropertrson. No, sir: distressed properties. 

Senator Futsricur. Any kind of a distress? 

Mr. Rorerrson. That is right, they came in and got relief. 

Senator Futsrieur. I believe you were the examiner on the Mapes 
Hotel case, were vou not ¢ 

Mr. Roserrson. Yes, sir. 

Senator Fursricur. Do you still feel that is justified, too? 

Mr. Rorerrson. Yes, sir. 

Senator Futpricutr. The fact that it is a gambling house or that 
it was something of that character is of no importance or significance ? 

Mr. Roverrson. I say this: A 12- or 15-story, fireproof, air-con- 
ditioned hotel with only part of one room as a casino which is legal 
in the State ot Nevada. 

Senator Fursricgutr. I want to read certain additional facts into 
the record: 


The Board resolution of May 19, 1949, provided for the repayment of the loan 
in quarterly payments of $25,000 beginning October 1, 1949. 

March 20, 1950: Borrower asked permission to pay George Sax $200,000 owed 
to him but restricted under a stand-by agreement as a condition of the loan. 
Sax needed this money, mainly for income-tax payments. 

April 15, 1950: Robertson recommended permission be granted and the review 
committee recommended it be denied For the Board of Directors, the executive 
committee of REC granted permission but made the two conditions (a) that 
borrower pay $100,000 on principal in the inverse order of installment maturi- 
ties and (b>) that borrower agree to make additional installment payments of 
$20,000 each on June 1, July 1, August 1, September 1, and December 1, of each 
year beginning June 1, 1950. 

June 6, 1950: Borrower's attorneys requested modification of the resolution of 
April 15, 1950. The additional $20,000 installments “may be impossible to meet.” 
Washington examiner W. L. Rollins and the review committee recommended 
the request be denied. It was not granted. 

October 51, 1950: Borrower's attorneys advised the RFC in Jacksonville that 
Sax had withdrawn the $200,000, notwithstanding that the terms of the agree- 
ment had not been complied with. Borrower's attorneys again requested modi- 
fication of the requirement that additional installment payments be made. 

November 24, 1950: Examiner Robertson proposed that RFC grant the re- 
quested modification and give retroactive approval to Sax’s unauthorized $200,000 
withdrawal. Review committee said the request should be denied—it spoke of 
“willful violation.” 

November 24, 1950: The same day, Board authorized Jacksonville agency man- 
ager by wire to demand payment before December 1, 1950, of the $80,000 install- 
ments—four at $20,000—required under the April 13, 1950, resolution or to take 
appropriate action, 

January 5, 1951: Loan repaid in full—refinanced by Miami Beach Federal 
Savings and Loan Association, Miami Beach, Fla. 


Mr. Robertson, would you like to comment on those circumstances? 
You seemed very anxious to protect Mr. Sax’s interest throughout the 
negotiations. 

Mr. Rozertson. I would not say that. Mr. Glassgold negotiated the 
first request of the relief frem hardship imposed in the RFC’s condi- 
tion on the 50-percent net earning clause. At the time the loan was 
negotiated, he explained the situation, stating that he had used all the 
funds from the sale of the El Morocco Hotel and he had not paid his 
capital-gain tax. 
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I told him at that time we would have to wait and see what the 
50-percent earning clause would amount to, and if there is a hardship 
on Mr. Sax to pay his taxes he could come in and ask for relief. That 
is the reason he came in and asked for an advance of $200,000. 

Senator Funtsricutr. You were the only one, apparently, that hi 
condition appealed to very much. What is Mr. Sax’s principal 
business ¢ 

Mr. Roperrson. Just a minute, Senator. When I approved his 
$200,000, also we received the same amount or the payments on ow 
loan in inverse order. , 

Senator Futsrieur. The only point I make here is that the request 


was turned down by the Jacksonville office. Well, it was not approve 
here in Washin ton either: but you again, on November 24, 7 oposed 
that REC cive etroactive approval. You seem to be vi Ve ! 
about Mr. Sax. What is his business? How did he make his mone 
Mr. Roperrson. That I do not know. He owns banks. a he al 
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owns the hotel. He owned the El Morocco Hotel before he built t! 
one. I also understand he is interested in some punchboard mani 
facturing concerns. 

Senator Furpricutr. You know very well that is | u 
ness, do you not ¢ Have vou not kept up W t| 

Mr. Ronerrson. According to the agenev examiner’ ort and th 
stock that he owns in it and the book values placed on cks. I w 
not say they are so valuable 

Senator Futsriegnr. You are familiar with t] ste in Col 
lier’s OlVil or A histor of Mr. Sax’s activities. ( Ot £ 

Mr. Roverrson. I read it: yes, sir. 

Senator Furpricgur. You read it / 

Mr. Rorertson. Yes, sir / 

Senator Futprigur. What did it savy ? 

Mr. Roperrson. Senator, I would rather not comment on it 

Senator Fuuperigur. That has been his principa re 
really made his money—in punchboard 

Mr. Roverrson. I do not think Mr. Sax deni he fa 
factures punchboards. 

Senator FutsriHur. Well, why do you not just go ali und state it 7 

Mi. Ri BERTSON, L cle not know how mu ] Mey He ( oO} 

Senator Funsrieutr. Did he give you a financia tement with his 


application ? 

Mr. Rosrrrson. Why, certainly. 

Senator Fu.tsricur. You were seeking to relieve him of a hardship. 
How did you know he was suffering such a hardship at this time 1f you 
did not have a financial statement 7 

Mr. Ropnerrson. Well, Senator, if you had a loan from any cor- 
poration with a 50-percent net earning clause on it and you had a 
bank balance of over $300,000, would you not feel justified in asking 
for some of that money to pay taxes with 7 

Senator Funtsrienr. I am sorry, would you say that over again. I 
was reading a note. What was your point? 

Mr. Rost RTSON, I said, if you had a loan with a ov perce! tT net earn- 
ing clause and you had a bank balance of $300,000, would you not feel 
that you should ask for some relief to pay taxes of that hotel? That 


is all Mr. Sax did. 
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Senator Futsrigut. That money was there as part of the collateral 
for the RFC loan under the stand-by agreement. 

Mr. Ropsertson. No, sir. 

Senator Futrricut. Security for the loan. 

Mr. Roserrson. The earnings of that hotel, 50 percent was entitled 
to the hotel corporation and 50 percent to the RFC on the payment 
of the loan. The first 50-percent payment would not have been avail- 
able to Mr. Sax until March 31, 1951. 

Senator Futsrieut. Under the agreement ? 

Mr. Ropsertson. Yes, sir. He asked for and anticipated some of 
that to pay the taxes, of which he did not pay the capital-gains tax 
on the sale of the El Morocco Hotel. 

Senator Carenarr. Did not the hotel owe Mr. Sax money? Was 
not the $200,000 that was paid to him a payment on loans that he 
personally had made to the hotel? 

Mr. Roserrson. Mr. Sax and his wife put in all the money in this 
hotel. 

Senator Carenart. I mean the $200,000 was paid to him in repay- 
ment of the loan he had made to the hotel, was it not? 

Mr. Roserrson. It would be applied on his subordination debts; 
yes, sir. 

Senator Carenart. The hotel paid Mr. Sax X amount of money; 
$200,000 went to repay Mr. Sax’s debt ? 

Mr. Rosertson. That is right. 

Senator Capenartr. That is what the hotel owed him; is that not 
correct ¢ 

Mr. Ropvertson. That is right. 

Senator Careuart. In other words, the $200,000 did not go to pay 
the hotel’s taxes. 

Mr. Rosertson. What was that ? 

Senator CareHart. The $200,000 did not go to pay the Saxony 
Hotel’s taxes. 

Mr. Ropertson. No. 

Senator Carenart. It went to pay the stockholders’ personal tax ? 

Mr. Rosertson. That is right. 

Senator Fu.tsricutr. I want to insert in the record a copy of dis- 
bursement report No. 6, Business Loan Branch of the RFC Office of 
Loans, regarding the Saxony loan: and it is dated November 24, 1950, 

changed from November 22, 1950, and it has four pages. Do you have 
th: at, Mr. Dodds, and can nici it? 

Mr. Dopps. What is the date, please, Senator ? 

Senator Futsrigut. November 24, 1950. It was changed from No- 
vember 22. It is three pages. 

Mr. Dopps. Senator, I will have to look it up. I will identify it. 

Senator Futsrieut. If you will supply that for the record, it shows 
the circumstances under which Mr. Robertson approved the borrower’s 
request on that date. 

Mr. Dopps. I have it, sir. 


OFFICE OF LOANS 
BUSINESS LOAN BRANCH 


Disbursed loan 


NOVEMBER 22, 1950. 
(6) Jacksonville agency.—Sax Enterprises, Inc., Miami Beach, Fla. 
Business.—Operates hotel at Miami Beach, Fla. 
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Status.—LBE-1740: Approved, $1,500,000, May 19, 1949; disbursed, $1,500,000, 
June 30, 1949; maturity, June 1, 1955; balance, $1,400,000 ;* delinquent, none. 

Participation.—None. 

Repayment schedule——tInterest payable monthly and principal payment of 
$20,000 on 1st day of January, February, March, April, and May of each year, 
balance at maturity, 50 percent net earnings; subsequently amended on April 13, 
1950, to provide for additional payments of $20,000 on the Ist day of June, July, 
August, September, and December of each year. 

Use of proceeds— 


To pay first mortgage aad a ac - ' _ $800, 000 
To pay notes payable me! ee 284, 000 
To pay accounts payable aaa . eat 220, 000 
To pay other notes payable cave eaceeecaumn oe 196, 000 


Tore... - aes 4 ie a _ 1,500, 000 


Collateral 


[000 omitt 
‘ I 
Cost , 
Land, ocean front S300) 27 
Hotel building - 
Furniture and fixture ¢ OO 
Pool terrace cabana 
a ee — 1.4 $ S87 


ippraised.—W. L. Harris and W. Bates Cole, March 11, 1949. Satisfactory to 
the agency. 

Guarantors.—George D. Sax and Rhoda Sax. 

Financial statement (as of September 30, 1950). 


[000 omitted] 


Cash / a ee ee a S417 
Accounts receivable_ “ ‘ 6 
Inventories a ; ; sa on OT 
Prepayments : , ieuissiit bbeniatldi deco caitins i aes 27 
Total cash account ee = ‘i sitecoasets 517 
Fixed net_— : iad : ; t 404 
Other Be oi as 2 i am e seat = SD 
», O26 
Accounts payable = ‘ ‘ 114 
Advance deposits__._......__ eb as 2 ae ea 9 
Installation contracts_—- ee 3 
Accrued taxes, ete ; ‘ . aes o2 
Accrued interest (frozen) _--- “ . SY 
Total cash liabilities__--_- 247 
UN as 4 ' : 1, 400 
Debenture bonds i 2,419 
Prepaid lease rent , in . lo 
Net worth_- . = . : ‘a a 945 
» OLB 

Sales, 9 months ending September 30, 1950: 
Sales ice liviedi cobeeade es cieltiel atin ‘ sini’ aiog ee 
a ee ele enh eiahbiwdlniauacsben . 1S1 
Sn da ais splaseienins wen ia : . 249 


On Oct. 12, 1950, the borrower remitted an additional $100,000, which has been placed 
in suspended credit account pending receipt of requested amendment to resolution. 
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Cause for report.—The borrower requests that the resolution, as amended, be 
further amended by providing that the payments of $20,000 each due June 1, 
July 1, August 1, and September 1, of 1950, aggregating $80,000, be deferred as 
follows: $20,000 on January 1, 1951; $30,000 on February 1, 1951; and $30,000 
on March 15, 1951. 

Comments of agency.—On March 20, 1950, the subject borrower made a written 
request that it be permitted to pay to George D. Sax the sum of $200,000 due to 
him under restrictions of a stand-by agreement dated June 1, 1949. The request 
stated that Mr. Sax needed the funds for use in payment of $210,000 delinquent 
Federal income taxes and $50,000 due by him to the First National Bank of Chi- 
cago. The Executive Committee of RFC gave consideration to borrower's request 
on April 13, 1950, and by resolution approved it with the following provisions: 

1. Compliance with the provisions of closing schedule D-2. 

2. Receipt by agency manager of— 

(a) Cash in the amount of not less than $100,000, which cash shall be applied 
on account of installments of principal falling due on the loan in the inverse order 
of the maturities thereof. 

(b) Written agreement, in form and substance satisfactory to agency manager 
and agency counsel, of borrower providing that borrower will make additional 
payments (other than payments now required to be made) on account of the 
loan in the amount of $20,000 each on the Ist day of the months of June, July, 
August, September, and December of each year, beginning June 1, 1950, until 
payment in full of the loan. 

On June 6, 1950, borrower's counsel requested that paragraph 2 (6) of the 
resolution be eliminated. This request was submitted to the Washington office 
on June 22, 1950, stating that the agency would interpose no objection to a modi- 
fication of the resolution eliminating the provisions in paragraph 2 (b). The 
Board of Directors considered the request on July 8, 1950, and declined to approve 
it. Advice of the Board action was conveyed to the borrower on July 5, 1950. 

On October 12, 1950, the borrower remitted $100,000 to the agency. 

The funds were placed in suspended credits-miscellaneous account to the credit 
of the borrower, and a form of modification agreement was mailed to the borrower 
on October 16, 1950, requesting that it be executed and returned to the agency with 





a remittance of $80,000 to cover the accrued installments as provided in 2 (b) of 
the resolution 

On October 31, 1950, Mr. Alexander Blumenthal, borrower's counsel, was in the 
agency and advised that Mr. Sax had already withdrawn the $200,000 notwith 
standing that all of the terms of the resolution had not been complied with, and 
Stated that he had intended to advise borrower to address a communication to 
the agency outlining exactly what had taken place, setting forth the reasons for 


having withdrawn the funds and requesting a modification of 2 (b) of the resoln- 
tion which would provide for the payment of the additional $80,000 in some 
manner on or before the middle of 1951. 

Comments of Washington examiner.—The loan of $1,500,000 was approved on 
May 19, 1949, for the purpose of paying temporary mortgage, notes due subeon- 
tractors, and accounts payable in the completion of the Saxony Hotel at Miami 
Beach, Fla. Under the terms of the resolution the borrower is to pay the interest 
mol y and principal payments of $20,000 on January 1, February 1, Mareh 1, 
April 1, and May of each year, plus 50 percent of net earning clause effective Jan- 
Uary 1, 1850. Under date of April 18, 1950, the resolution was amended to permit 
the sum of $200,000 from earnings be paid to George D, Sax for the purpose of pay- 
ing $150,000 to the Internal Revenue Department, and $50,000 to the First National 
Bank of Chicago, which had loaned Mr. Sax $500,000 secured by his personal stock 
in the Exchange National Bank of Chicago. In consideration thereof there was 
to be paid an additional $100,000 on RFC loan to be credited in the inverse order 
and additional payments of $20,000 were to be made on June 1, July 1, August 1, 
September 1, and December 1 of each year. This was a misunderstanding and 
seriously objected to by Mr. Sax, as it would require an amortization program 
on RFC loan of $200,000 per annum, whether it was earned or not. 

This misunderstanding was due to the representation made to this examiner 
by Mr. George Glassgold, borrower’s attorney, and is the reason that the con 
citions of the amended resolution had not been complied with heretofore. There 
have been several discussions had in this office by the attorneys representing the 
borrower, the last being the 1st of October 1950, and it was decided that the 
borrower would comply with the resolution. It now develops that the borrower 
has paid Mr. George D. Sax the $200,000 and has forwarded to our agency 
$100,000 to be credited on the RFC mortgage as an additional payment, and 
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requests requirement re $80,000 due under condition 2 (0b) be amended by 
deferring the payments as hereinbefore stated. 

Under the 50-percent net earning clause the applicant will show a net profit 
before depreciation of over S500 000, therefore the ad tiona y ments ar 
merely anticipating the amount that would be due under the 50-percent net 
earning clause. This is supported by an auditor’s statement for the 9 { 
operation ending September 30, 1950, which shows a net profit before deprecia 


tion of $430,374. Making the $80,000 payment due under the resolut 
this time would deplete the applicant’s cash to a point that is not condu 
to good financing. Therefore it is the opinion of this examiner that as the 
borrower has now consented to amortize the loan $200,000 each year by tl 
aforesaid payments, the request to defer the four payments due 1v50 appears 
reasonable. 

Recommendation of the agency.—That the agency examiner and the agency 
review committee approve the following: 

1. That the Corporation approve the action of borr r in making payment 
of $200,000 to stand-by creditor, George D. Sax. 

2. That paragraph 2 (0b) of resolution dated April 13, 1950, be amended to 
read as follows: 

“Written agreement, in form and substance satisfactory t gency ge 
and agency counsel, of borrower, providing that borrower WwW 
payments (other than payments now required to be 1 le) o7 t of the 
loan in the amount of $20,000 on January 1, 1951, $30,000 « ] 7 1. 1951 
and $30,000 on Mareh 15, 1951. And beginning December 1, 1950, the su 
520,000 and a like amount on June 1, July 1, August 1, Sep ber 1, 
December 1, of each year until payment in full of the e 


Agency manager, Mr. Fred H. Farwell, recommends decline for t following 
reasons: 


“I do not approve the request of borrower nor the re¢ rn f ag 
examiner Chis matter has heretofore been fully re 
as Well as in the Washington office, and there is no q 
knew the conditions which had been mposed In 
seen fit to violate the loan agreement which, in 
erating the loar I definitely do not approve,” 

Recommendation of Washington ¢ rps \ppi f 
recommends that the board approve the ac n g 


ment of $200,000 to stand-by creditor, George D. Sax 


Review committee recommends decline. 


Senator Furpricgutr. Mr. Robertson, do y 
letter which was written to you by Mr. Mever Fri 
of the Saxony Hlotel on December 2S, L949 7 cil 
written over the name of Mr. George Sax. 

Mr. Roperrson. December 28? 

Senator Furtsricutr. Yes. It was written to vou } ; 

Mr. Robertson, it is a pe rsonal letter invitil y you in to the 
hotel. Do you have a ¢ Ops of it there? 

Mr. Roserrson. I do not have it here: no, sir. 

Senator Futsricur. Did you not receive the letter « December 
28, 19494 


7 


Mr. Ropertrson. I do not recall whether I did o1 rt. 

Senator Futsrieur. Mr. Robertson, can you r hether or not 
you visited the Saxony Hotel ? 

Mr. Roperrson. Yes, sir; I did. 

Senator Futsrientr. Did you visit it as a guest of the hotel 

Mr. Rorerrson. When I took my vacation Mr. George Glassgold 
made the reservation for me to stop by the Saxo \ for a te «| LVS 
when I took my motor trip through the South with my family. I 
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stopped there a few days, and Mr. Glassgold assured me I could 
get a reasonable rate. 1 told him I wanted to stop by and see the 
hotel. 

Senator Futsricnur. Were you not invited in a letter of December 
28 by Mr. Sax to visit the hotel 4 

Mr. Roserrson. I do not recall the letter. 

Senator Futsricur. Mr. Robertson, I hope you will try to remem- 
ber a few of these details. It was not very long ago. 

I will hand you a letter and see if this refreshes your memory. 

Will you read the letter ? 

Mr. Roperrson (reading) : 

Dear Mr. Sax: This will acknowledge—— 

Senator Futsricut. Read the date. 

Mr. Roperrson (reading) : 

January 10, 1950. 

This will acknowledge receipt of your letter of December 28 covering our visit 
to your hotel this month. I find that my daughter has examinations at Duke 
University on January 25 and 26, at which time we will drive by and start on our 
vacation, arriving at Miami Beach on the evening of the 29th. 

Thanking you for your invitation, 
and so forth. 

Senator Futsricut. Was that letter signed by you? 

Mr. Roperrson. Yes, sir. 

Senator Fursricut. Is that your letter? 

Mr. Ropsertson. Yes, sir. 

Senator Futsrieut. Here is another. Would you read this letter 
into the record ? 

Mr. Rozerrson. This is dated January 14. 

Dear Mr, Robertson: Since I handle all reservations your letter of January 
10, addressed to Mr. Sax, has been turned over to me for answer. We are very 
happy to reserve a large double room for you for your arrival January 29, We 
fee! certain that you will enjoy your stay here to the utmost. 

Looking forward to meeting you personally and hoping that you have a very 
pleasant trip, We are, 

Saxony HOret, 
FRED C, CoLuier, Manager. 

Senator Futsricur. Will you read this letter. 

Mr. Ropertson (reading) : 

Mr. and Mrs. GEoRGE Sax, 
Saxony Hotel, Miami Beach, Fla. 

DeEAR FRIENDS: We are sorry we did not see you before leaving for Washing- 
ton. We had to leave early as Pat was due at the University Thursday morning. 
My wife, daughter, and I surely appreciate your courtesies extended us, and we 
invite both of you to visit us at our home in Washington. 

Again thanking you for your hospitality, I remain. 

Senator Fu.sricur. How long were you at the Saxony Hotel, Mr. 
Robertson ? 

Mr. Rosertson. About 10 days; January 29 to February 9, I think 
it was. 

Senator Futsricntr. You, your wife, and your daughter ? 

Mr. Ropertson. That is right. 

Senator Fursricut. Did you pay any bills when you were there ? 

Mr. Rozertson. I paid all meals, and I expected to pay a reasonable 
rate for my room, but Mr. Sax refused to accept any money and he 
issued me a courtesy card. 
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Senator Futsricut. Will you tell us the circumstances of why you 
went there / 

Mr. Rozerrson. Well, Mr. Glassgold suggested that I take a vaca- 
tion. JI told him I usually take one, a motor trip down through the 
South. I told him I was going to stop by the Saxony Hotel. He told 
me if I did that the rates would be reasonable. So I stopped by there. 
Mr. Glassgold made the reservations for me. 

Senator Futsricur. This letter of December 28 was an invitation to 
you to come and be their guest, was it not / 

Mr. Rosertson. That is right. 

Senator Futsrieut. Why ‘did you think you were going to pay a 
charge? You knew you were going there as a guest, did you not ¢ 

Mr. Rosertson. Yes, sir. I usually pay, and I was very much sur- 
prised when he issued me a courtesy card. 

Senator Fu.tsricur. You had been an examiner on this loan appli- 
cation. You knew what the minimum rates were at the Saxony, did 
you not? You knew about their business. 

Mr. Ropsertson. Yes, sir. 

Senator Futsricut. What are the minimum rates? 

Mr. Rozerrson. Well, they have different rates, summer and winter 
schedule. 

Senator Futsriegntr. This was in February. Is that in their season? 

Mr. Rosertson. In the winter they have anywhere from $30 up to 
$45 a day. 

Senator Futsricut. The fact is that the minimum rate from a room 
is $35 a day in the season, that is, at the time you were there. You 
were there from February—well, I do not have that date—January 
29 you were there, were you not? 

Mr. Rosertson. Yes, sir. 

Senator Futsricutr. That is the season, is it not? 

Mr. Ropertson. Yes. 

Senator Futsricur. Did you think you were going to have a rea- 
sonable room when you knew what the minimum was‘ They do not 
have many rooms at the minimum rate, do they ? 

Mr. Ros sERTSON. Senator, when I take a 2 weeks’ vacation I do not 
object to paying $500 or $600 for it. I work 52 weeks in the year. Is 
there any objection to that? I expected to pay a rate, but Mr. Sax 
issued a courtesy card and would not take any money for it. 

Senator Bennerr. Mr. Robertson, you testified that Mr. Glassgold 
invited you before Mr. Sax did, or at least that is the inference I have 
from your testimony. 

Mr. Roserrson. He asked me to stop by there. 

Senator Bennerr. And then Mr. Sax’s letter followed his invitation. 

Mr. Ropertson. That is right. 

Senator Bennerr. How long before Mr. Sax’s letter was your dis- 
cussion with Mr. Glassgold ? 

Mr. Rosertrson. I do not recall. It might have been a week or 
2 weeks; I do not know. 

Senator BENNETT. ae enough for Mr. Glassgold to make the 
arrangement through Mr. Sax with the hotel ? 

Mr. Ropertson. Yes, sir. 

Senator Bennerr. Did you confer with Mr. Glassgold before you 
left for Florida? 

Mr. Ropertson. No, sir; I did not. 





1256 STUDY OF RECONSTRUCTIQN FINANCE CORPORATION 


Senator Bennerr. And in spite of the fact that you had a letter 
from Mr. Sax saying you were going to stay asa guest of the hotel 
you went down the re expecting to pay $35 or $40 a day? 

Mr. Rorerrson. That is right. 

Senator Bennerr. A guest of the hotel simply means that you got 
in the front door, and it is quite a privilege to get a reservation at a 
hotel like that? The attorney for the owner of the hotel invites you, 
the owner of the hotel confirms it with a statement you are to be his 
guest, but still you thought that only meant you had a reservation ? 

Mr. Rorerrson. Well, there are two ways to look at it. I went 
down there, I admit that, and Mr. Sax refused to take any money for 
the room. I paid all of my meals for the family. 

Senator Bennerr. The record shows you paid $14.72. How do you 
account for that in relation to all of the meals for 9 days? 

Mr. Rosrerrson. That was the only meal that I ate in the main 
dining room. 

Senator Bennerr. You mean you paid cash for all of the rest ? 

Mr. Rozerrson. I paid cash for all the others, and I paid cash for 
that, too, I think. 

Senator Bennetr. Did you think it was proper to accept this gift? 

Mr. Roperrson. Well, Mr. Sax said if I had not occupied the room, 
it did not cost him anything. It would have been vacant. That is 
what he told me. 

Senator Bennerr. You still think it was proper on that basis? You 
were helping the hotel out because it would have been vacant other- 
wise’ They had you available to pay for meals. Did you make any 
lecisions or recommendations regarding the loan to the Saxony after 
you had been a guest / 

Mr. Roserrson. Only on the amended application here, the dis- 
rsement of the $200,000. 

Senator Bennerr. I was g gong to say after you had been a guest, 
then you recommended Mr. Sax be allowed to withdraw $200,000 from 
the account. 

Mr. Rornerrson. That is right. 

Senator Bennetr. Do you think the fact you were guests of the 
hotel h Te any influence at all on your recomme nds ation ? 

Mr. Rorertson. None at all; no, sir. 

Senator Fursrienr. Would you say that your being there had any 
publicity value to the hotel ? 

Mr. Ropertrson. I do not think so: no, sir. 

Senator Futsrienr. Why do you think Mr. Sax wanted you to come 
there, or Mr. Glassgold ? 

Mr. Rorrrrson. Well, it is natural to suppose when the loan is made, 
I was anxious to look the hotel over. 

Senator Futprienr. You had already made the loan, had you not? 

Mr. Rorerrson. Yes, sir. 

Senator Ft LBRIG ur. If you were going to look at the hotel you 
should have looked at it before you consented to pay the money. 

Mr. Rorerrson. I had sufficient information. The loan was good. 

Senator Funsricut. Is it a good hotel? 

Mr. Rornertson. Yes, sir, one of the best. 

Senator Futsrieut. Would you eall it a luxury hotel? 

Mr. Roserrson, Well, it all depends on who goes there, it may not 
ve luxury. 
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Senator Futsricur. What is that? 

Mr. Roserrson. It all depends on who goes there. 

Senator Futsricut. Do you know of any more expensive hotel in 
the Miami area? 

Mr. Rozertson. I do not know of any more; no. 

Senator Fuutsricut. It is considered, is it not—— 

Mr. Roperrson. It is considered one of the best. 

Senator Fu.sricur. One of the most expensive, if not the most ex- 
pensive in that area / 

Mr. Rosertrson. That is right. 

Senator BENNETT. Mr. Robertson, have you taken many Miami 
vacations in which you staved at similar hotels and paid your way? 

Mr. Rorerrson. No, sir. That was the first one. 

Senator Benner. That is the first and only one ? 

Mr. Roperrson. Yes. 

Senator Futsrient. Mr. Robertson, the oflice records of Mr. Walter 
Dunham show that you and he discussed this loan on April 11, 1950, 
and that on April 14, 1950, you called on him again, this time with 
Mr. Glasseold. 

Will you tell the subcommittee what you discussed with Mr. Dun 
ham at that time? 

Mr. Ropertson. What time is that ? 

Senator Futprient. April 14, 1950. You went to call on Mr. Dun 
ham with Mr. Glassgold. 

Mr. Ropertrson. That was in reference to the amendment. 

Senator Futsrigur. You recommended, did you not, that the con- 
ditions of the loan he eased as requested by Mr. Glassvold # 

Mr. Roperrson. Yes, sir. 

Senator Fursricnt. Was that subsequent to your vacation at the 
Saxony ¢ 

Mr. Ropertson. Yes, it was. 

Senator Futsricut. Mr. Dodds, the files of the RFC show that at 
torney’s fees on this loan totaled $25,000 and accountant’s fees totaled 
$7,500. Neither of these had been approved by RFC at the end of 
1949. Were they ever approved ¢ 

Mr. Dopps. Senator, lam sorry, I am afraid IT will have to get it. 1 
do not think I have the proper file that would reflect that. I will get 
it for you. 

Senator Futsricgnt. Do you know? 

Mr. Dopps. No, sir. 

Senator Futsrient. Will you supply that ? 

Mr. Dopps. Yes, sir: I will. 

(The information referred to follows:) 

Quotation from Mr. Dodds’ letter of March 7, 1951, addressed to Senator 
Fulbright : 

“The accountant’s fees were authorized to be paid. The invoice from the at- 
torneys was never approved and no attorneys’ fees were authorized to be paid 
with respect to any of the three above-mentioned loans.” 

Reference is to loans to Sax Enterprises, Inc., Harry and Jennie Simberg, and 
the Maxwell Co., Ine. 

Senator Int LBRIGHT. Mr. George M. Glassgold was the attol hey for 
Glassgold, Holz, Schrier & Blumenthal, was he not ? 

Mr. Dopps. Yes, sir. 

Senator Futpricutr. Who was the accountant ? 


80585-—-51—pt. 3 é 
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Mr. Ropertson. 


Mr. Blumin, I think, was the accountant. 


Senator Futsrieutr. Mr. Robertson, you know about that, do you 


not ¢ 


Mr. Roperrson. 


I think Mr. Blumin is the accountant. 


Senator Futsricur. Who? 


Mr. Ropertson. 


Senator Torry. 


Mr. Roperrson. 


Senator Topey. 


Mr. Roverrson. 


Senator Topry. 


Mr. Roperrson. 
Senator Topry. 


answer, 


Mr. Ropertrson. 


Senator Topry. 
Mr. Roperrson. 
Senator Torney. 


Mr. Roperrson. 


Senator Toney. 

Mr. Roperrson. 
that. 

Senator Toney. 

Mr. Roperrson. 

Senator Topey. 
sive or not ¢ 

Mr. Roperrson. 

Senator Toney. 


Mr. Blumin. 

Who are the attorneys in this case? 

Glassgold, Holz, Schrier & Blumenthal. 

Where are they located ? 

New York. 

Is there any Washington attorney ? 

No, sir. 

And the bill was $25,000% I did not hear your 


That was the bill; yes, sir. 

Was that paid ? 

It was never approved by us. 

Was it paid? What did you say? 

We never authorized it be paid. 

I did not ask that. Was it ever paid ¢ 

Ido not know. You will have toask Mr. Sax about 


You never knew about that ? 
No, sir. 


Did you have any idea whether the bill was exces- 


Well now, just a minute—— 
What is the answer? 


Mr. Dopps. I do not think we ean tell from this record whether it 
has been paid ornot. Iwill have to get it and supply it for the record. 


Senator Torry. 


Do you know anything about the amount of work 


that was put in to justify a $25,000 bill ? 
Mr. Dopps. Are you asking me, Senator ? 


Senator Torry. 


Yes. 


Mr. Dopps. No, sir; I do not know a thing about the fee: no, sir. 


Senator Topry. 


Did you receive an itemized bill on that 7 


Mr. Dopps. We should have received an itemized bill. 


Senator Tory. 


mittee ? 


Could you get it and all the details for the com- 


Mr. Dopps. Yes, sir: I will supply it for the committee. 
(The information referred to follows :) 


JuLy 5, 1949. 


SAX ENTERPRISE, INC., 
Viami Beach, Fla.: 


For services rendered in connection with application and processing of 


RIC Mortgage with Sax Enterprise, Ine., as follows: 


investigations 


December 9 to 


reparation of 
I I 


George I). Sax 
January 4, 1949: 
in Washington 


Days 

December 9 to 11, 1948: Mr. Blumenthal—Analysis and preliminary 
with Mr. George I). Sax—in -Chicago 3 

17, 1948: Mr. George M. Glassgold—Analysis and 
preliminary cost figures—in Miami 9 

December 22 and 23, 1948: Mr. Blumenthal—Consultations with 
re Saxony—in Chicago 2 

Mr. Glassgold—Conferences with RFC re Saxony 
1 


January 16 to 19, 1949: Mr. Glassgold and Mr. Blumenthal—Con 
ferences with George ID. Sax regarding RFC loan—in Chicago S 
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For services rendered in connection with application and processing of 
RFC Mortgage with Sax Enterprise, Inc.—Continued Days 
February 16 and 17, 1949: Mr. Blumenthal—Conferences with RFC 


Jacksonville ‘ 7 a 2 
February 17 to 24, 19: Mr. Blumenthal—Conferences and prepara- 
tion of RFC application with supporting schedules—in Miami § 
February 25, 1949: Mr. Blumenthal—Consultations with RFC re 
application—Jacksonville_______~_- s rates I 
February 20, 1949: Mr. Glassgold—Consultations with RFC—Wash 
ington — Free et te ee eee CN, 1 
February 20 to 25, 1949: Mr. Glassgold—Conferences with Sax re 
Seine ; 6 
March 7 to 16, 1949: Mr. Blumenthal—Conferences and preparation 
of data for REC loan—in Miami 10 
March 9 to 16, 1949: Mr. Glassgold—Consultations and conferences 
in preparation of data for RFC—in Miami 8 
March 22, 1949: Mr. Blumenthal and Mr. Glassgold—in Washing 
ton—Conferences with RFC- Se ‘ 2 
April 5, 1949: Mr. Blumenthal—Conferences with RFC—in Wash 
ington : 1 
April 5, 1949: Mr. Glassgold—Conferences with RFC—Washington l 
April 11, 1949: Mr. Glassgold—Conferences with RFC—Washington 1 
May 3, 1949: Mr. Glassgold—Conferences with RFC—Washington I 
May %, 1949: Mr. Glassgold—Conferences with RFC—Washington I 
May 13, 1949: Mr. Glassgold and Mr. Blumenthal—Conferences with 
REFC—Washington ; a 2 
May 18, 1949: Mr. Glassgold—Conferences with RFC—Washington l 
May 28, 1949: Mr. Glassgold—Conferences with RFC—Washington 1 
May 31 to June 6, 1949: Mr. Blumenthal—Conferences re Saxony 
Hotel loan—in Miami T 
June 6, 1949: Mr. Blumenthal—-Conferences with RFC re Saxony 
Jacksonville 1 
June 2 to June 6, 1949: Mr. Glassgold—Conferences re Sa \ 
in Miami 5 
June 16, 1949: Mr. Glassgold—Conferences with REC—W g 
June 19 to 21, 1949: Mr. Blumenthal—Conferences with ¢ y 
re Saxony loan—in Chicago 
June 22, 1949: Mr. Blumenthal—Conferences re Saxony loa with 
RFC—in Jacksonville 1 
June 28 to July 2, 1949: Mr. Blumenthal—Closing Saxony loan wit! 
REC—in Miami 10 
June 2 to July 2, 1949: Mr. Glassgold—Closing Saxony wit 
REC—in Miami $ 
The above breakdown of time spent on the Saxony matter does not detail the 
numerous telephone calls and time spent in such telephone calls; conferences 
with Mr. Sax at our New York office; conferences with Mr. Blummin in our New 
York office; preparation of the various documents necessary for closing the loan 
nor the preliminary documents prepared in order to effectuate the var l 
subordinations required ; examination of the corporate minutes and preparation 
of corporate minutes necessary to effectuate the requirements o he RFC t 


close the loan It is felt that an indication of the amount of time consumed 
will indicate the basis for the bill submitted. 
Amount of invoice, $25,000. 
GLASSGOLD, Houz, Scurier & BLUM! HAI 
By ALEXANDER BLUMENTHAI 
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BLUMIN & Roperts 
CERTIFIED PUBLIC ACCOUNTANTS 
Miami Beach 39, Fla. 
September 1, 1949, as of July 19, 1949. 
Sax Enterprises, Inc. 
Miami Beach, Fia. 
For services rendered in connection with application and processing of RFC 
mortgage for Sax Enterprises, Inc., as follows: 
Mr. Robert A. Becker, senior accountant, auditing and analyzing con- 
struction costs and preparing breakdown into various construction 
els ee ations (25 days at $50 per day) —-_- nim, She OO 


Mr. 8. J. Morrow, senior accountant, analyzing and classifying costs of 
cole fixtures, and equipment, including inspection of supporting 
invoices and vouchers (15 days at $50 per day) —-----_-____ 750 


Mr. Robert A. Becker, senior accountant, preparing schedules of ‘lis ibility 
and supplements thereto during period of preparation of Reconstruction 


Finance Corporation (6 days at $50 per day) _ ----_______ Cees 300 
Mr. E. D. Ashman, C. P. A. (supervisor) Supervision, coordination and 
planning auditing — (S days at $100 per day) ---__~- SOY 800 


Mr. Harry Blumin, ec. p. a. (principal), preparation of RFC appl ication 
in cooperation with A. Blumenthal, attorney at law, together with sup- 
porting data and s sc _ dules (100 days at $200 per day ) —_- ero 


Mr. Harry Blumin, 5 trips to Jacksonville for conferences with agency and 
agency counsel in re » RFC loan: 


PI a ii ti ae dete cetacean seieaieng don alae ea a ea $200 

IN thea a ro a eas ica aia te 600 
——_ S00 

. Harry Blumin—1 trip to New York—S days: 

NN a a 480 

‘Time a sn 
ee et 
Long distance telephone calls and other incidental expenses________-____ 224 
Total —- a lata teu ataelead isin tanta eat Sas siasciaeecmistnaiai oe ae ee 
Less: Special adjus eR Pies tt esis lien we aed caisatciane 704 
ETE GI RN ai sca lec coveatncdaet ecoacepnlesegeeeettiadiclgedacipeibaascceas cl ask stn ohn 7, 500 


The scope of the work covered included the preparation of preliminary data 
necessary to present the financial position of the corporation, analyses and 
classification of construction costs and furniture and fixtures. Preparation of 
the application, special financial statements and supplementary information 
requested by the agency, together with the necessary conferences with Mr. Blum- 
enthal and Mr. Glassgold in connection with the processing and closing of the 
loan. 

Senator Carpenarr. You say there was no local attorney involved in 
this? 

Mr. Ropvertson. No, sir. 

Senator Carenart. No other attorney in Washington did any work 
in connection with this loan ? 

Mr. Rorertrson. Not that I know of. 

Senator Carrnart. If they had done some would you have known 
it ¢ 

Mr. Ropertson. I think I would have. 

Senator Carenart. You think you would have. Would you have 
known if they did? 

Mr. Rorertson. All my dealings were with Mr. George Glassgold. 

Senator Carenart. Mr. Dodds, is there any other attorney ? 

Mr. Dopvps. Not that I know of, Senator. I had no contact with any. 

Senator Carrnart. So far as you know—— 
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Mr. Dopps. Not that I know of. 

Senator Capenartr. Would you know had there been one ? 

Mr. Dopps. Not necessarily. 

Senator Fursricur. Why not, Mr. Dodds ¢ 

Mr. Dopps. Well, the work in connection with the loan and the 
negotiations would not have been carried on with me, Senator. It 
would not have necessarily known that. 

Senator Futsricut. You assign the examiners to loans, do you not 4 

Mr. Dopvps. Not personally. One of my assistants assigns them. 

Senator Fursricnr. Did you assign Mr. Robertson to this loan? 

Mr. Dopps. No, sir. Mr Robertson probably got this loan because 
he handled most of our hotel loans about that time, although I do not 
actually do the assigning. It is assigned by one of mn assistants, 

Senator Carrnarr. What Director handled this loan 4 

Mr. Dopps. Senator Capehart, I do not know that any Director 
handled it. I just do not know. 

Senator Carrnarr. I thought they had a system over there where 
certain Directors handled certain loans or certain type of loans. 

Mr. Dopps. No. 

Senator Carenarr. Did vou have any particular Director that 
specifically handled hotel loans? 

Mr. Dopps. No, I do not think se. no, sir. There is not specific 
policy on loans at this time falling under the super\ ision of any specific 
Director. 


Senator Capemartr. Mr. Robertson, did vou discuss this loan with 
Mr. Dunham Or ally ot the other Directors ? 

Mr. Roni RTSON. I discussed the loan with Mi Din hans on the 
amen ue ent, not the original loan. 

Senator Careuarr. On the amendment. 


Mr. aie rtTsON. That is rig 

Senator Carenartr. What directors did you discuss the original loan 
with? 

Mr. Roperrson. None of them. 

Senator Caprnarr. What Directors did handle them to your 
knowledge? 

Mr. Roperrson. I do not know who was present at the board meeting 
addressing Mr. Dodds. 

Senator Caren arr. You do not know ¢ 

Mr. Ronerrson. No, sir. 

Senator Futpricur. Mr. Robertson, did you say a moment ago that 
you thought there was nothing wrong with your accepting this com- 
plimentary visit from Mr. Sax ¢ 

Mr. Rover rson. I do not see anytl ung wrong with it. 

Senator Futsricur. You do not see anything wrong with it? 

Mr. Ropserrson. No. 

Senator Futrricutr. Do you have any questions of Mr. Robertson ¢ 

Senator Frear. I have none. 

Senator Futsricur. Mr. Glassgold, will you come forward, please. 

Do you wish to testify, too, Mr. Blumenthal 4 

Do you solemnly swear to tell the truth, the whole truth and nothing 
but the truth, so he ‘Ip you God ¢ 

Mr. Guasscorp. I do. 

Mr. Buumentnat. I do. 

Senator Futsrigur. Would you give your full name to the reporter. 
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TESTIMONY OF GEORGE M. GLASSGOLD, ATTORNEY, 
NEW YORK CITY 


Mr. Guasscoip. George M. Glassgold. 

Senator Futsricur. Before proceeding, I want to make a very short 
statement that will be apropos of Mr. Robertson’s last statement. I 
want to put into the record at this point three excerpts from certain 
testimony taken by the subcommittee in executive session on February 
19,1951. They concern the visits of Mr. Donald Dawson to the Saxony 
Hotel. These visits were during December 1949 and March and April 
of 1950. Sax Enterprises, Inc. was negotiating with the RFC during 
these periods to secure the relaxation of certain conditions of its loan. 
It should not be inferred from these excerpts that Mr. Dawson’s visit 
to the hotel had anything to do with the negotiations between the bor- 
rower and the lender, nor should this be inferred from my decision to 
place these excerpts on the public record. 

I feel, however, that this testimony should be in the public record 
because of Mr. Dawson’s close association with the RFC. 

Mr. Dawson’s accommodations at the hotel were placed at his dis- 
posal ona complimentary basis. The manager of the hotel advised the 
subcommittee that it was his practice to do this for promine nt people 
because of the value of their visits from a public-relations st andpoint. 

I will put the excerpts in the record; they constitute a résumé of 
those visits. 

(The information referred to follows :) 


Excerers From Testimony TAKEN IN EXECUTIVE SESSION ny SURCOMMITTEE ON 
RECONSTRUCTION FINANCE CORPORATION FeRRUARY 19, 1951 


(Pp. 42 to 46) 


Mr. Reppan. Mr. Sax, you have also produced vour records this morning which 
purport to show the times which Mr. Donald Dawson spent at your hotel. I 
would like to ask you whether or not Mr. Dawson was invited to stay at the 
Saxony’. 

Mr. Sax. No, sir, he wasn’t invited to stay there, as far as I know. That’s 
what I say I was not there at the time -he first came. I had not met Mr. 
Dawson up until about 3 months later after the first time he stayed at the hotel. 

Mr. GLASSGoLD. What was the approximate date you first met Don Dawson? 

Mr. Sax. I think it was in March of 1950. Mareh something 1950. First 
time T ever met Mr. Dawson. 

Senator Frear. But you met him in Miami? Is that right? 

Mr. Sax. Yes, I met him at the hotel. He stayed at the hotel before that, and 
When he found out—he came—I don't know how he came there, but he probably 
heard of the Saxony Hotel. 

Senator Frear. You had heard of Mr. Dawson before too, hadn’t you? 

Mr. Sax. To tell you the truth about it, I never heard of Dawson. 

Senator FreAr. Is that so? 

Mr. Sax. I really mean it sincerely. 

Senator Futsrigut. When did he stay there this time? 

Mr. Sax. When did he stay there the last time or the first time? 

Senator Fuisrigut. Both times. 

Mr. Sax. According to the record there he stayed there in December. 

Mr. GLAsSsGoLp. December of what year, George? 

Mr. Sax. 1949. 

Senator Futpricutr. For how long at that time? 

Mr. Sax. You have got the dates, haven’t you? I mean they're all right here. 
Mr. Giasscoip. There it is, 

Mr. Sax. Well, this is the records. We have our perfect records here. He 
ayed from January 5—— 

Mr. GLAssco_p. No. December. 
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Mr. Sax. December 5. He checked in and out, didn’t he. I don’t know. 
To December 20. Then 

Mr. GLASSGOLD. 1949. 

Mr. Sax. Then March 23. 

Mr. GLASSGOLD. March 23, 1950. 

Mr. Sax. That’s when I first met him. 

Senator Futsrignt. For how long? March 23 to when? 

Mr. Sax. To the 27th. He was going in and out there. I don’t know if he 


was in the room every night or not. Then April 2 to the Sth. And the \p 
6th to the 7th. 
Mr. GLasscoLp. No, no. That's right. April 6th to 7th 


Mr. Sax. That's all the time he has ever been there 
Senator Frear. He paid for the room? 

Mr. Sax. He paid for everything but the room 

Mr. GLASsSGoLp. There are a couple of charges. 


Mr. Sax. A few charges. $16 or something like that $10.50 I tell you 
the truth about it, I don’t like to talk on this because I don’t know very much 


about it. 

Senator Futsricur. It’s beiter to ask Mr. Friedman? 

Mr. Sax. Um very frank about it I don’t know very much about it I spoke 
to Mr. Dawson maybe three times in my life for a few seconds 

Senator Frear. Do you know Mr. Merl Young? 

Mr. Sax. No, sir. 

Senator FREAR. Did he ever stay at the Saxony to your knowleds 


Mr. SAx. Not to the best of my knowledge, no, sir. They went through the 
records. His name was on the subpena. So evidently he didn’t stay there 


Senator FREAR. Didn’t stay there? 

Mr. Sax. No, sir. 

Senator Freak. Did Mrs. Loretta Young ever stay there to your knowle 
Mr. Sax. No, sir. Any of those names on there were 

Senator FrReEAR. Was Dawson accompanied by his wife when he s ed the 


Mr. SAx. According to his record he had his wife there 

Mr. GLAsSSGOLp. The first time? 

Mr. Sax. The first time, ves. 

Senator Frear. Was anyone else with him on any occasion ? 

Mr. SAx. Here’s a letter from Mr. Donald Dawson to Mr. Fried n, and this 


tells you that—Would you like to read this? It just takes a second the chi 
man has no objection. 

Senator FULBRIGHT. I have no objection 

Mr. Sax. The letters speak for themselves. 


(Pp. 63 to 65) 


Mr. Reppan. Just one other question. In connection with any of these people 


who stayed there in these complimentary rooms, could they have paid for the 
if they wanted to? 

Mr. Sax. Well, they both of them insisted upon—I mean Mr. D Sol cht 
have paid his bill, Dawson went up to pay his first bill, as I understand it, and 
he was probably surprised, as other leading people. We give complementary 


rooms to famous doctors and 
Mr. Reppan. My question is, If they want to pay, can they pay? 
Mr. SAx. They could if they want to. You just couldn't stop them But they 


are embarrassed when after they get a bill—I suppose it’s flattering to anybody. 
It’s flattering to me today to receive a complimentary room at the Statler Hotel 
I didn't expect it. But it’s very flattering. 

Senator FULBRIGHT. Do you ordinarily invite these people to : nu 

Mr. Sax. If they come there and I think they have given a good public servic 


pu vice 
I compliment their rooms 
Senator FULBRIGHT. Did you ever invite Senators that you do not know per 
sonully to come and visit you’ I mean complimentary quarters he Saxony 
Mr. SAx. I wouldn't go around inviting everybody. But if they come thers 


we have had Senators from both sides of the fence there 

Senator FULBRIGHT. I mean, do you invite them before they come’ 

Mr. Sax. No, sir: I have no contact with any Senators. I have never been 
in political life in any way, shape, or form. 

Mr. Reppan. Does your hotel invite them? I mean, would Mr. Friedman do 
that? 
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Mr. Sax. Well, he doesn’t invite. You could ask him. 
Mr. RepDan. Who would invite them? 
Mr. Sax. Nobody invites them. 


Mr. Reppan, If they were invited, who would do the inviting? 
Mr. Sax. Mr. Friedman manages the hotel. 


If I saw you right now and told 
you to come down to the hotel, it would have to be special occasion. It would 
have to be some particular instance. We don’t have to go out and tell every- 
body. We'd have 48 Senators down there maybe—I don’t know—or 96. 

Mr. Herz. Mr. Sax, have you ever invited any Senator down there, over the 
telephone, that you didn’t know? 

Mr. Sax. No, sir; no, sir. 


SWORN TESTIMONY OF MYER M. FRIEDMAN 


(Pp. 67-81) 

Senator Futsricgur. Mr. Friedman, we 
rooms. Will you proceed, Mr. Reddan? 

Mr. REppan. Mr. Friedman, I will hand you these re 
duced by Mr. Sax this morning pursuant to a subpena. 
as records of the Saxony Hotel? 

Mr. FrrepMAN. That’s right. 

Mr. Reppan. Now, with reference to the 


have a few questions here about the 


cords which were pro- 
Can you identify those 


records referring to visits of Mr. 
Donald Dawson at the Saxony Hotel, I would just like to have you tell the com- 
mittee, if you can, What those records show with reference to the times that 
Mr. Dawson stayed there, the cost of the room or the price of the room or rooms 
which he used, and whether or not everything was on a complimentary basis or 
just the room. Can you tell those three things from the records? 

Mr. FrrepMANn. Well, the first time that Mr. 


Donald Dawson checked into 
the hotel was December 5, 


1949, and apparently, from the new card here, I pre- 
sume that he had left and come back on December 13 and had reinained until De- 
cember 18. Now, the room which they occupied at that time 
Mr. Reppan. Can you tell who it was that occupied the room? 
Mr. FrrepMAN. It was Mrs. Donald Dawson, Miss Dawson, and Donald Dawson. 
Mr. Reppan. Three of them? 
Mr. FrRreDpMAN. That's right. 
Mr. Reppan. Were they all in one room or is that a suite? 
Mr. FRIEDMAN. That is a room anda half. The other half-room is more or 
a studio. 
Mr. Reppan. What is the price of that 
Mr. FrrepMAN. I believe 
$30 per day. 


less of 


room there—that room in December? 
the price of that room in December is approximately 


Mr. Reppan. And how many days was that room occupied by the Dawsons 

in December? 

Mr. FrrepMAN. From December 5 to December 18. 

Mr. ReppAN. Did it run over to the 20th? 

Mr. FrrepMAN. Well, I see a charge here for the 20th. I don’t know whether 
they were occupying that room at that time or not. The check-out time here 
shows December 20. Now, it’s very possible that the room was vacated on the 
18th and was probably held for him for the 20th. 

Mr. Reppan. Is there any way you can identify for the record the records that 
you are looking at right there? Is there any number on this card which would 
positively identify it. 

Mr. FriEpMAN. The registration number. 

Mr. Reppan. The registration number? 

Mr. FrrepMAN. 9458 and 9202. 

Senator FuLBsrRicnHtT. What 

Mr. FrrepMAN. 911 and A. 

Senator FULBRIGHT. 911 and 911-A? 

Mr. FrRrepMAN. Yes. Well, the A goes 


is the number of the room they occupied? 


there’s no entrance with the A room 
there without any 


unless you enter through the 911. It’s a little half-room 
washroom or bathroom. 

Senator FuLsrighr. Which side of the hotel is it on? 

Mr. FRIEDMAN. The east side of the hotel. 

Senator FuLpricut. Facing the ocean? 

Mr. FrrepMAN. That's right. 

Senator Futpricut. Those are the best rooms? 
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Mr. FrrepMaANn. No; the best rooms are the ones with the terraces the corner. 

Senator FutsrigutT. Isn't there a terrace on all rooms ta gy the ocean’ 

Mr. FriepMAN. No; there are two rooms on each floor facing the ocean, which 
would be 20 rooms in all, that do not have terraces but that face the ocean. 

Senator FutsricHr. This is one of those? 

Mr. FrrepMAN. I believe it is. I’m not quite sure. There are two rooms on a 
floor. 

Senator FuLsricur. Now, this was three people in these two rooms? Is that 
right? Do you mean that was $30 a day for three people? 

Mr. FrrepMAN. That's right, at this time of year. 

Senator FULBRIGHT. Go ahead. 

Mr. Reppan. I hand you this green sheet, Mr. Friedman. Could you ident 
that? What do you call that? 

Mr. FRIEDMAN. This is a folio 

Mr. Reppan. And the numbers are those two that are clipped together—Nos 
14149 and 145717? 

Mr. FRIEDMAN, Yes. 

Mr. ReppaAN. Do they cover the stay of Mr. and Mrs. Dawson and their daughter 
during that period of December 5 to December 20% 

Mr. FrRigepMAN. That’s right. Then there is another one het 

Mr. Reppan. For that same period? 

Mr. FRIEDMAN. Yes. 

Mr. ReppAn, What is the number on that folio? 


Mr. FriepMAn. Well, both folios tie up with the number on the registration 
here—OU548 and 9202 are covered by 9458 and 9202. 

Mr. ReppaNn. I see. Now, on the second sheet of that folio I | ve there is a 
pen notation on the bottom saying “everything complimentary” or words to that 
effect. 


Mr. FrRrepMAN. That’s right. 
Mr. Reppan. Just what does that mean, sir? 


Mr. FrreEpDMAN. Well, after the Dawsons had checked into the hotel we had 
discovered that he was a prominent person and one of the aides to the President, 
and as such we felt it was good public relations and publicity for the hotel to 


have such a person as he stop at our hotel, and I issued the orders to have 
everything “comped.” That’s “complimentary.” 

Mr. ReppAN. He was already there? 

Mr. FrigepDMAN. Yes; already checked in. 

Mr. ReppAN. So you had already had the publicity and the prestige, if any, of 
him stopping there? Is that right? 

Mr. FrtepDMAN. The first time? 

Mr. Reppan. Yes. 

Mr. FRieDMAN. There was no publicity at all when he first checked in 

Mr. Repban. What was the purpose of the complimentary room then? To 
induce him to come back? I’m trying to figure out why you do that. 

Mr. FRIEDMAN. Well, we feel it’s good public relations on our part to. We give 
a number of complimentary rooms every year. 

Mr. Reppan. In other words, from your standpoint, you are building up public 
relations with the guest but not necessarily the public? Is that it? 

Mr. FrrlepMAN, With the guest and with the public, with the newspapers. 

Mr. Reppan. Do you let it be known that the guest is receiving a complimentary 
room ? 

Mr. FriepMAN. Well, it’s very difficult. You can't come to some of the guests 
and say, “Now, listen. Everything you’re going to receive here is going to be 
complimentary.” We just give an order out here. This notation that you see 
here on the folio is a note for the cashiers. These folios are kept in the posses 
sion of the cashiers, These are not the guest bills. This is an exact duplicate 
of the guest bill, only a folio for our records. This is a permanent record our 
hotel keeps. 

Mr. Reppan. Is that your writing on the bottom? 

Mr. F'rrepMAN. No, not mine. That is one of the cashier's writit 


g apparently 
Everything that appears on this folio here the cashiers must wateb. This is thei 
instructions. So the instructions here to the cashier when checking out: “Every- 


thing complimentary.” It means that this party is not to be presented with a bill 
Mr. Reppan. I see. And would that include such items as phone ar 
rant? 
Mr. FriepMan. That’s right. 
Mr. Reppan. And laundry ? 
Mr. FrrepMan. That’s right. 
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Mr. FRIEDMAN. Everyone that has ever stayed there prominent from Was! 
ington I have personally invited them to come back. 

Senator Futsricur. Well, now, have you ever invited them when they weren't 
there? I mean do you send out invitations to people to come visit? 

Mr. FRIEDMAN. No. 

Senator FuULBRicHT. You have never done that? 

Mr. FRIEDMAN. No. We don’t send out letters as a rule promiscuously wit! 
out some sort of—there must be a follow-up to us. We just don’t send out In 
vitations. 

Senator FULBRIGHT. I'know not promiscuously, but do you ever invite mem 
bers of the Government to come be your guests Who are not in your hotel but 
who are in Washington? 

Mr. FRIEDMAN. Not 

Senator Futsricnt. To your knowledge you never have invited them? 

Mr. FRIEDMAN. We just don't go out without some sore of follow-up. There 
must be some sort of a prior 

Senator FULBRIGHT. Reason? 

Mr. FrrepMAN. Prior contact with the hotel before. I mean we just wouldn’t 
send an invitation out. In this case Mr. Dawson happened to check in to the 
hotel When he was there I felt he should be colmped. 

Senator FULBRIGHT. Now would you want to identify each one of those visits? 
Will you rapidly put that in for the record? You have the other visits there 
before you. Just say the dates, the times, and what rooms. 

Mr. FrreDMAN. The second time that Mr. Dawson checked in to the hotel was 
March 24. 

Senator FULBRIGHT. 1950? 

Mr. FriEDMAN. 1950. 

Senator FutsrigHtr. How long did he stay? 

Mr. FRIEDMAN. He stayed there until March 27, 1950, 

Senator FULBRIGHT. What room was he in? 

Mr. FRIEDMAN. At that visit he was in room 709, 

Senator Futsprigntr. Was he alone? 

Mr. F'riepMAN. That's right. He was alone. 

Mr. Reppan. What was the price of that room? 

Mr. FRiepMAN. The 709 room? 

Mr. GiasscoLtp. In March, 

Mr. FriepMan. In March I believe it was $30 a day also. It was either $30 
or $35. Tm not quite sure. 

Senator FutsricurT. It’s a good room? 

Mr. FrRrIeEpMAN. All the rooms in the Saxony are good rooms. We don’t have a 
bad root 

Senator BenNetr. Is that the ocean side still? 

Mr. FrrepMAN. That is the ocean side. 

Mr. Reppan. When vou say $30 a day, does it make any difference how many 
people you have in the room? 

Mr. FrrepMAN. As a rule, no. We usually charge for the third person, but 
in many instances where they are former guests, people we know, we don’t 
make any charge for the third bed, because we feel it’s just a little extra cost of 
the linens. 


Senator Furrsriecnt. Go ahead and complete that record now That was the 
second visit What was the third? 
Mr. FrrepMAN. That was the second visit. And the bill here was $24.47. 


And this was paid by him. 

Senator FULBRIGHT. You mean that was the extras other than the room? 

Mr. FrrepMAN. That's right. The $24.47. It shows a notation on the folio 
Mareh 27, 1950, of being paid. 

Senator FutsricuTr. You didn't compliment him for everything 

Mr. FriepMAN. But we complimented the room, Senator 

Senator Futsricur. I know, but not everything. 

Mr. FrrepMAN. Not everything here. There was $24.47 that apparently had 
slipped my notice and knowledge. 

Senator Futsrient. Your enthusiasm wasn't cooling off, was it? 

Mr. FriepDMAN. Well, it just—it was just paid. 

Senator FULBRIGHT. Just an oversight on your part? 

Mr. FrrepMAN. I think it was. 

Senator Futsricnt. All right. Go on to the third time, please 

Mr. FrreEDMAN. Now, the third time he was here, Senator, was April 2, 1950, 
and he remained there until April 5. 
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Senator Futsrignr. Room number? 

Mr. FrrepDMAN. Room No. 607. 

Senator FULBRIGHT. Was he alone? 

Mr. FrRrEDMAN. He was alone. 

Senator FULBRIGHT. Single room? 

Mr. FrrepMAN. Same price room. 

Senator FULBRIGHT. Is that all? 

Mr. FriepMAN. No. Now, at that time there was 
$37.10. 

Senator FULBRIGHT. You mean he didn’t pay for that? That was compli- 
mented? 

Mr. FrrepMAN. That was complimented. 

Senator Futsrienut. That was in addition to the room? 

Mr. FRIEDMAN. That was the whole bill. 

Senator Futsricnt. In addition to the room? 

Mr. FRIEDMAN. Well, the room wasn’t billed at all. These are what we desig 
nated as incidentals, Now, the next time he was here was April 6 and he re- 
mained for 1 day and he was alone and he occupied room 1519. Of course, in 
April now, the rates go down. His incidental bill was $10.50 and that was com- 
plimented. That’s all the visits of Mr. Dawson. 

Mr. ReppaAn. You say he was alone that time, Mr. Friedman? 

Mr. FRieEDMAN. That’s 
shows. 


a complimentary here of 


apparently so. That's what the registration card 


Mr. Reppan. Here's a letter that you produced here 
by Mr. Dawson dated April 12, 1950, and he says, “W 
our wonderful trip to Florida.” 

Mr. FriepMAN. I don’t know who he’s talking about. 
ecard, 


today addressed to you 
e have just returned from 
Here’s his registration 

Mr. Reppan, I was just wondering if you had any explanation. 

Mr. GLAssGoLip. Off the record. 

(Discussion off the record.) 

Senator Futspricu?. Is that all the visits of his? 

Mr. FRIEDMAN. Yes. 

Senator Futsrieur. Mr. Glassgold, I believe you told the subeom- 
mittee on February 19, 1951, that you were counsel for the Saxony 
Hotel in connection with its RFC loan application and that you also 
handled the application of the Maxwell Co. i? the Sorrento Hotel, 
all three of these borrowers being located in Miami Beach; is that 
correct / 

Mr. Guasscotp. That is correct. 

Senator Futsricut. And your firm is located in New York; is that 
correct ¢ 

Mr. meee Our main office is in New York City; yes, sir. 

Senator Funericut. I believe vou told us ¢hat these three were the 
only RF C loans your firm had ever handled with the possible exception 
of one or two small app slications which were processed entirely in the 
Jacksonville agency; is that correct? 

Mr. Guasscorp, That is correct; one small application at the Jack- 
sonville office which I told Mr. Herz about. 

Senator Futsricny. These three seems to me to be very controversial 
loans, and yet you seem to me to be a very successful representative of 
of this type of loan; is that correct 2 

Mr. Guasscotp. I am successful in these loans. 


Senator Futrrintr. Would you tell us in your own w: ay how you 
‘ame to be counsel for these three borrowers and how you handled 
the a ition of the applications? 

Mr. Guasseoip. I h: ave been the attorney for Mr. Sax for about 10 
vears, and when Mr. Sax found himself in some financial diffic ‘ulty at 
the time when he was ¢ -ompleting the hotel I had a number of confer- 
ences with him as to what could be done to relieve that pressure. 
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The first thing we did was to discuss the possibility of obtaining a 
mortgage loan on the property. We combed the market pretty 
thoroughly, not only ourselves but a number of other brokers went out 
in the field and tried to obtain a loan on this property. It was almost 


l 


impossible to obtain it. When I say “almost impossible,” it is be- 
cause—there were two loans that were possible to obtain, but under 
such onerous conditions that it would be almost impossible to mai 

them. I] heard Mr. Robertson testify here about one loan that was 
offered at a very high rate of interest, a very high cost, and very high 
amortization rates. Those facts are true. We also received an offer 
of one loan of $1,000,000 from the Florida National Bank all repay- 
ble in 3 years’ time, amortized at the rate of $300,000 a year. Those 
were the only loans that were ever offered. 

At the time the loan was eranted here at the RFC, I think the Na- 
tional Association of Mortgage Brokers advised the RFC that they 
felt that this mortgage should not be granted because they could 
place the loan. I think we contacted them and said, “Where is the 
loan that can be granted and obtained,” and there was no loan forth- 
coming. I think it was in the spring of 1949 when I was down work- 
ing on this thing, on the Saxony matter. Mr. Sax received a call from 
the Mercantile National Bank and said they would like to have a con 
ference with him. 

| went over there with him and we had a conference with the chai 
man of the “pg a and I think one or two other directors there, and 
they said, ‘ ‘We | mow you are in finance) la il Liftic ulty. We have a lot ot 
notes ot yours in the hi mds ot contractors who are our accounts here. 
and the bank is too small and cannot handle it, and these fellows are 
in difficulty.” Mr. Sax told them he knew that, and he said he did not 
know what to do about it, and he said, “Maybe w e can help you; what 
are you doing about getting this thing financed/” We told him what 
our program Was, What we were attempting to do, and they said, “Well, 
you oWe us some Money how, we cannot loan you any further money, 
but possibly we can arrange for a mortgage of SS00.000 for several 
months. The bank cannot take it. but we have a fund, the Kane Foun- 
dation, we Can use some of that money, it is a legitimate investment for 
the foundation, and we will advance some money, the bank will, maybe 
we Can take care ot sole of these creditors here and stave off al debacle 
down here. It will hurt the bank, we have a number of your notes here 
and some of these contractors cannot afford or stand any trouble at 
this time.” 

We arranged this loan of $800,000 within a short period of time. 
We still continued it up until the last minute to try to obtain a mort- 
gage of reasonable terms for the Saxony Hotel. I say it was abso- 
lute ly impossib le to do, though we asked for a larger lodn at the mee 
we took the loan of 114 million dollars from RFC, There was a erea 
deal of mone y that Was borrowed by Mr. Sax to trv to comp ylete this 
hotel. We had a bank situation in ¢ ‘hicago, and one of the things Mr. 
Robertson insisted upon was that the debt of this bank—two banks 
be cleared from the Sax Enterprises so that it would not be an obliga 
tion to Sax Enterprises. We had to work that out with the banks to 
accept Mr. Sax’s obligation personally and relieve the Sax Enter- 
prises of this obligation. That took a great deal of time and effort 
and we finally worked it out. 

Senator Funsricur. How did you happen to be attorney for the 
Sorrento Hotel? 
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Mr. Guiasscoip. Blumin & Roberts, the accountants on the Saxony 
matter, and also accountants for a number of our clients down in 
Miami, were also the accountants for Mr. Simberg who owns the Sor- 
rento Hotel. He spoke to us originally—— 

Senator Futsricgur. What was his name? 

Mr. Guasscotp. Harry Simberg; S-i-m-b-e-r-g. The accountant was 
Harry Blumin, B-l-u-m-i-n, of Blumin & Roberts. Mr. Blumin spoke 
to us about the Sorrento situation a long time ago, and we told him 
that we did not want to undertake it, and subsequent to that he spoke 
to us again on a number of occasions and said that he was in very bad 
financial straits because of the Sorrento, he had put in a lot of money 
there, and the financing was so bad down on the beach that he was in 
trouble and would we help him, would we undertake to do it, it was not 
being handled properly. 

Then another—— 

Senator Futsricur. Had he apphed to the RFC before? 

Mr. Guasscoip. Yes: the application was in. 

Senator Futsricgur. Who represented him at that time? 

Mr. Guasscoip. I do not know. 

Senator Futpricgur. Was it not Mr. Daniel J. Hanlon? 

Mr. Guasscoip. I would not know. I think that is the name that 
was mentioned, but I do not know. 

Senator Futsricur. His application had been turned down, had it 
not ¢ 

Mr. GuasscoLp. I understand so. 

Senator Futpricur. But you were successful when you handled it 
for Mr. Simberg ? 

Mr. Giasscoip. Yes. 

Senator Futsricur. -Do you know, Mr. Dodds, where Mr. Hanlon 

from / 

Mr. Dopps. No, sir. 

Senator Futsricur. Do you know him? 

Mr. Dopps. No, sir; I do not. 

Senator Fuisricur. Do you know anything about the Sorrento 
application ¢ 

Mr. Dopps. I know in general, Senator, about the application from 
the record. Iam not very familiar with the details. 

Senator Futsrigur. Can you give us any good reason why it was 
turned down when Mr. Hanlon handled it but approved when Mr. 
Glassgold handled it? 

The record shows for your information, Mr. Dodds, that Daniel 
J. Hanlon, who was a Washington attorney, handled the application 
when it was first turned down. 

Mr. Glassgold, with regard to that matter of the fee that was men- 
tioned a moment ago, Was that fee paid to you by Mr. Sax? 

Mr. GuLassGoup. Yes, sir. 

Senator FutsricHr. It was paid? 

Mr. GLASssGoLp. Yes. 

Senator Fuusriaur. This Mr. Hanlon was never associated with you 
in any way, Was he? 

Mr. Guasscoip. No, sir. 

Senator Bricker. Have you ever talked to him about this loan— 
have you ever talked to Mr. Hanlon about this loan, his application, 
why the loan was turned down ¢ 
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Mr. Guasscoip. I do not reeall if T bad or not. T d th 

Senator Bricker. Do you know him 7 

Mr. Guasscoup. No, sir: I do not know him. 

Senator Bricker. If you talked to him you would ha 
would vor ! 


Mr. Gi set 1). | l olt have talk (to himo i 
not k ow. Loch ( rt 7h wesi 

sx or Br You do not know why ft] i 
when he } «lion it / 


Mr. Gi al | : 7. Ont, my diset on w tly Nin R 


senatot Bri KER. So far as you knew, then, you nevel tell “| to Mr. 


Hanlon at all? 


Mr. Gi GcoLp. I do not reenall. sir. | ) } } | 
remember. I had-no oceasion to talk to ; I 
had. 

Senator BEnN} Mir. Glasseold ou told 
February 19 that vou spoke to S ry NVI 
Hotel, but you did not know whe' 
you discussed this matter with Senator M 

) 


session : 


Mr. (FLASSGOLD. Yes. gir 


Senator Bennerr. Could vou tell us the = s of vour 
discussion ¢ 

Mr. Guiasscoup. T merely told him what went or mimittee, 
We were having lunch together, and I told 

Senator Bennerr. Mr. Robert e 
knew there was no Washineton atto , \ 
The testimor vyinthe executive session 1 
ray, who was Senator Murray’ on, rece ‘ rt 
fee on the e three loans. Is not he a Washin: 

Mr. GLasscoup He is. He is my : ti \V rton and 
has been since LOAG, Se} ator. 

Senator BENNI mr. Mr. Robertson, you neve) w Mh Min iV i { 5 

|? 


transaction at al 

Mr. Roserrson. Not in these applications. 

Senator Bennerr. What did Mr. Murray do to justify fees of 
$21,000 if he had no contact with the RFC / 

Mr. Guasscoutp. Are you asking me that, Senator / 

Senator Bennerr. Yes. 

Mr. Grasscorp. That is on three loans, Senator. Mr. Murray 
worked on this loan with me right from its inception before we even 
attempted to bring it before REC. We had conference after conter 
ence. Mr. Murray was down in Miami with Mr. Blumenthal at the 
Jacksonville oflice. He worked onthe papers W th us: he wo ked very 
hard on these applicat lions, 

Senator Bennerr. Let me clear up one other thing then. Mr. Rob 
ertson, were Vou the examiner on all three of these loans ? 

Mr. Roserrson. Yes. sir. 

Senator Bennerr. The Maxwell loan, the Sorrento loan, and the 
Saxony / 

Mr. Rorrrtrson. Yes, sir. 

Senator Bennetr. Did you ever see Mr. Murray in connection with 
any of these three loans ? 

Mr. Rorerrson. Not in connection with the loans. 

Senator Carenarr. In what connection did you see him ? 
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Mr. Rosi RTSON, l do hot recall that he called me on anytime for 
anything 

Senator Carenart. Did you know that he was connected with the 
loans ¢ 

Mr. Rorerrson. I knew that Mr. Glassgold—Mr. Glassgold, did 
vou ever discuss him with me ¢ 
Mr. (TLASSGC LD. | do hot recall. I took if for eranted you knew 
he was my associate. There was no secrecy about it at any place. 

Senator BeENNerr. Here we have an interesting situation in which 
lh) t! » case ot the Saxony loan the fee Was hol approved. We have 
the examiner testifying he knew of no attorney, and yet Mr. Murray 
had a very substantial cut out of each of those three loans. 1 just 
wanted to get that on the record. 

[s there any other way in which Mr. Murray acted in relation to 
these loans? Did you ever discuss these loans with the other son of 
Senator Murray, Mr. Charles Murray / 

Mr. Guasseotp. I probably had at lunch—when we went out to 
lunch with Jim. The Saxony was never discussed, I know. 

Senator Bennerr. Which loan did you discuss ? 

Mr. Guasscotp. I think I discussed much of our business that we 
talked about. I could not single it out, Senator, and say I discussed 
the particular angle with him. 

Senator Bennerr. Did you discuss the Sorrento loan ? 

Mr. GLASSGOLD. 1 would not be surprised that l cid. 

Senator Capenarr. Let me clear this up. Let us see if we can clear 
this thing up. Is Mr. James Murray one of your partners? 

Mr. Guasscoitp. He is. He is an associate of mine in all of our 
Washington business, Senator. 

Senator Capenartr. Do you have an office in New York? 

Mr. Guasscotp. We have. 

Senator CapeHartr. Under the name of what ? 

Mr. Guasscoip. Glassgold, Holz, Schrier & Blumenthal. 

Senator CarrHarr. Do you have an office in Washington ? 

Mr. Guiasscotp. We used Jim Murray’s office. 

Senator Carrnartr. You use Jim Murray’s oflice here / 

Mr. Giasseoip. Yes. 

Senator CarenArr. And he is your Washineton counsel or as- 
sociate / : 

Mr. GuassGoip. Yes: that is correct. 

Senator Carpenart. Is he a member of your New York law firm? 

Mr. Guasscotp. No, for one reason only, Senator. We discussed 
that and are trying to work it out. He has to be admitted to the New 
York bar. That has been our problem. 

Senator Capenarr, But he is your Washington correspondent ? 

Mr. GLAssGoup. Absolutely. There is not any work that we do down 
here that Jim Murray is not our associate. 

Senator CarenArt. He handles it? 

Mr. Guasscoip. Correct; other than RFC, too. I am not talking 
about RFC alone. 

Senator Carenart. He handles RFC and—~ 

Mr. GiasscoLp. Any other business we have here. We gave up our 
individual office here in 1946. ; 

Senator Carenarr. The applications that were filed with RFC, do 
they carry your signature as the attorney or Mr. Murray’s signature? 
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Mr. Guasscoip. I do not know whether they carried his and mine or 
ours alone. 

Senator CAPEHLART. Mr. Robertson, you testified au moment ago 
that you were the chef examiner of these three loans. 

Mr. Ropverrson. Not the chief, just the examiner. 

Senator Carenartr. At no time did you testify, I believe, that you 
came in contact with Mr. Murray or even know he had anything to do 
with them at all? 

Mr. ROBERTSON. The negotiation on the basis of these loans was 
mide W ith M r. 4 rlasseold sitt Ing at our desk. There were certaln 
things he had to do before I would recommend the loan. 

Senator Carenarr. At no time did you ever see Mr. Murray ? 

Mr. RoBERTSON. ] think | have seen him around the bu ldinge,. but not 
in connection with the loans. 

Senator BENNE! I. Mr. Dodds, Report No. 10 of the Business Loan 
Branch, regarding the Simberg loan should be inserted in the record 
at this point. It is dated September 6, 1949. Attached to it is a report 
dated August 25, 1949. Can you supply this material to us? 

Mr. Dopps. I will be glad to, Senator. 

Senator Bennetr. Do you have it with you? 

Mr. Dopps. It might be in these files. It will take some time to find 
them. Would you give me that date again, please, sir? 

Senator Bennerr. It is Report No. 10, September 6, 1949, and a 
report dated August 25, 1949, eight pages altogether. 

Mr. Dopps. Is that the Washington examiner’s report, sir, or the 
agency examiner ¢ 

Senator BENNETT. It is recorded here as report 10 of the Business 
Loan Branch. 

Mr. Dopps. I will supply that. 

(The information referred to follows:) 


OFFICE OF LOANS 
BUSINESS LOAN BRANCH 
Supplemental report to reconsideratior 


SEPTEMBER 6, 1940 
(10) Jacksonville Agency.—Harry and Jennie Simberg, 
Miami Beach, Fla. 

Date of Application.—May 7, 1949 

Received in Washington.—June 16, 1949. 

Established 1940). 

Business.—Operating Hotel Sorrento at Miami Beach, Fla., and Mayflower 
Hotel and Shore Club of Plymouth, Mass. 

Previous action—The Directors declined application $1,250,000 on June 30, 
140 The Directors deferred reconsideration of application on August 25, 
1949, at applicant’s request. 

Basis for Reconsideration, 

1. Reduced the application from $1,250,000 to $1,100,000. 

2. Bank participation increased from 10 percent to 40 percent Bank to 
make and service the loan. RIC on 60 percent deferred basis 

3. Pledge additional collateral consisting of equity in Mayflower Hotel and 


Shore Club at Plymouth, Mass., appraised at $783,000, subject to a first lien 
to Reliance Insurance Co. of Pittsburgh, Pa. in the amount of S30S8,000 

Cause for report—Receipt of letter from applicant’s attorney dated August 
*»- 


27, 1949, covering history and facts of distress condition of financial position of 
Harry and Jennie Simberg caused by the construction of the Sorrento Hot 
as follows: 


80585—51—pt. 3 8 
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Mr. Simberg owns free and clear the vacant land at Collins Avenue and 
Forty-fourth Street facing the ocean on which the Sorrento Hotel has been 
constructed, also a parking lot on the west side of Collins Avenue. This prop 
erty cost $607,000 and was appraised at $480,000. The architect stated that 
the 124-room hotel, each with individual bath, 86 balconies, public rooms and 
20 cabanas could be constructed at a cost of STSO.000, plus the cost of air 


conditioning, $98,000 and furniture and fixtures estimated at $200,000. The 
air-conditioning and furniture and fixtures could be purchased on a deferred 
basis As Mr. Simberg had $450,000 in cash, he secured a first mortgage of 


$400,000 from the Miami Beach Federal Savings and Loan Association before 
starting the construction of the hotel. The actual cost of the hotel building, 
including the cabanas, is $1,583,000 and the furniture and fixtures $329,000, 
ipgregating S$1,912,000, exclusive of the land. 

Che hotel was to be completed in December 1948, but was not finished until 
February 7, 1949. 

As a result of these unforeseen conditions Mr. Simberg found himself short 
of funds and placed a second, third, fourth, fifth and sixth temporary mort- 
gaces on the property, aggregating $428,000, and obtained funds from his other 
siness, and there still retnain unpaid creditors which are pressing for the 


Comments of Washington eraminer.—After several conferences with Mr Harry 
Simberg and his attorneys in this office, the basis for reconsideration was worked 
Ml as the collateral is of sufficient value to support a loan of $1,000,000 
e opinion that the REC is justified in purchasing a deferred participation of 
Which can be repaid from earnings of the Sorrento Hotel, this examiner is of 
the opinion that the RFC is justified in purchasing a deferred participation of 
60 percent in a $1,000,000 loan which is to be made and serviced by a bank satis- 
f to REC, 
Phe funds from the loan requested from RFC will be used to pay the existing 
ives that are inadequate and short term, the balance due on furniture aud 
equipment (purchased on retention title contracts, mow subject to repossession 
f tilure to pay in accordance with its terms of payment) and the balance to 
pay construction creditors who are potential lienors 


x1 


Mir. Simberg has now reached the point where he is unable to bring forth any 


ther monies to save the Sorrento Hotel, and is in danger of losing his business 

th an equity of approximately $2,000,000. 

Recommendation of Washington eraminer The recommendation of Wash- 

gton eXalniner in his reconsideration report dated August 25, 1949, provided 
for 1) percent participation by the Miami Beach Federal Savings and Loan 
Association or a financial institution satsifactory to agency manager Chis is 


to be amended in the recommendation as noted below : 

(BDV). Total loan of $1,000,000 to be disbursed and administered by a bank 
satisfactory to agency manager in which REC is to purchase a deferred partici 
pation of GO percent (S600,000) to mature in 7 vears with interest not to exceed 
fi percent on participating bank’s portion and 4 percent on REC’s portion, pay- 
ible 86,500 per month plus interest, beginning 1 month from date of note, balance 
it maturity, and subject to all the conditions as enumerated in the reconsidera 

rt dated August 25, 1949. 
H. W. Roserrson, Eraminer. 


teview Committee concurs with Washington examiner. 
G. P. Luck. 
FRANK T. RONAN. 
T. E. ParKs 
R. G. RuHerr. 


Attachment : Report of Business Loan Branch dated August 25, 1949. 
OFFICE OF LOANS 
BUSINESS LOAN BRANCH 


New loan—Reconsideration 


AUGUST 25, 1948 
(15) Jacksonville Agency.—Harry and Jennie Simberg, Miami Beach, Fla. 
Date of application—May 7, 1949. 
Received in Washington.—June 16, 1949. 
Bstablished. 1949. 
Business.—Operating Hotel Sorrento at Miami, Fla., and Mayflower and Shore 
Club at Plymouth, Mass. 
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Loan applied for.—$1,250,000 reduced to $1,100,000. 

Vaturity requested.—10 years 

Participation.—10 percent Miami Beach Federal Savings Loan Associatior 
Participation to be increased to 40 percent. 

Pre vious action, ‘I he Direc tors declined appl cutiol S1250.000) on June 0 
1940). 

Basis for reconsideration, 

1. Reduced the application from $1,250,000 to $1,100,000 


2. Bank participation increase from 10 percent to 40 pe 


3. Pledge additional collateral consisting of equity in Maytlower Hot 
Shore Club at Plymouth, Mass., appraised at S783,000, subject to a first | ) 
Reliance Insurance Co. of Pittsburgh in the amount of OS, 
Puy post tre ine d ). 
To pay construction bills $126, 154 
To pay mortgages (6) SOO, SOT 
lo pay balance on furniture 73, O39 
To pay accounts payable 100, O00 
Total lL 100. OOO 
Recommendations 
Agency manager Dee 
Review Committee 1) 
gency Advisory Committee Dex 
Agency Review Committee $1, G00, OOO 
Agency examiner 1. GOO, OOO 
Washington examiner 1, 000, GOO 
Reason for decline.—We believe that this loan should be considered as traight 
real-estate-mortgage lounn and made on the same basis us those formerly rice 
by RFC Mortgage Co. Appraisal of the property, exclusiv f furnis 
amounts to $1,790,000 against a stated cost of S2Z,1903S80 In ded in the cos 
is the sum of $114,284.52 representing fees and bonuses for borrowed money rl 
appraiser has to some extent discounted this along with other inflated costs His 
appraisal is approximately 18 percent less than claimed cost This perl . 
takes care of the excessive costs such as mentioned above, labor ove me and 
premiums for materials but does not, we think, allow enough for “norma 
inflated cost during the time built In considering a long-term loan we believe 
this should be taken into consideration We, therefore, recommend that the 
application be declined, or if a lesser amount is appro exceed 
SSO0 000 
Collateral offered 
tt 
Now vned t . \ 
‘ Miami, Fl 
| . . < 
HW } Iding (124 s S 4( <1 
Equipment, furnit nd fix ‘ 
t ( uM 
Mayflower Hotel at ! Club, I M 
| 
All t idan j f 
‘y 1 total 254 } ss M) 
} erty appraise Robert M. McK MAI, N | 
biect i first f $308M to R I I J ( 
l pert I ‘ t Ss. Sw | NI 
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Guaranties.—None. 


Condensed balance sheet (Harry and Jennie Simberg and Sorrento Hotel) as 
of June ou, 1949.— 


f° 
Cc. A et E $53, 0001 C. L cae Pe “a $359, 000 
F. A. (net) si _ 8.425.00010. L ; __.. 1, 466, 000 
¢ Te So Ae ee 907, 000 | M. W YS ee » 560, 000 


Total ictmaiiove Me ako s Total_ Seas cae 4, 385, 000 


W. C. after—S78,000 (deficit) applicable to hotel after disbursement of a 
loan of $1,000,000, Consolidated W. C. after—$123,000 deficit. 
Condensed earnings statement (Jan. 5 to June 30, 1949) .— 


Net sales, Sorrento ie Set ee a ed — S358, 000 


Net profits (after taxes and depreciation) —~___~ : ; ‘ 63, 000 


RNOTUWONE oo a ed , rate a ec acere 22 000 


194 194 194 1948 
Net sales Mayflower _ $149, 000 $289. O00 $397, 000 $313, 000 
Net operating profit before depreciation __—- 14 000 2 000 | 79, 000 | 4, O00 


1 Red figures. 


Applicant states that approximately $55M each year was charged to operating 
expenses of Mayflower Hotel during rehabilitation which could have been charged 
to capital account, ; 

Comments on management.—Mr. Harry Simberg is 48 years old and has been 
in the hotel business for years. He has made a success of his operations and 
will be the guiding force in the operation of the Sorrento Hotel at Miami Beach, 
Fla. Also owns and operates the Mayflower Hotel and Shore Club at Plymouth, 
Mass. 

Mr. Irving Simberg is the son of the applicants and has grown up in the hotel 
business under the direction and supervision of his father. All the employees 
of the managerial force are experienced hotel men and there is every indication 
that the management is satisfactory and that this hotel should be successful. 

Comments of Washington examiner.—The applicant requests reconsideration 
of loan in reduced amount of $1,100,000 through our Jacksonville agency and 
submits current financial statements as of June 30, 1949, of Harry and Jennie 
Simberg and Sorrento Hotel, also comparative operating statement of Mayflower 
Hotel from 1946 to 1948, inclusive. The equities in the Maytlower Hotel and 
Shore Club are offered as additional collateral. The agency states that the 
information submitted does not change the reason for agency's decline. 

At a conference held in this office on August 17 with Mr. Harry Simberg and 
his attorneys, Mr. Hanlon and Mr. Glasgold, the question of participation was 
discussed. It was pointed out to Mr. Simberg that a participation of 40 percent 
of a $1,000,000 loan would place the application in a more favorable light. 
Furthermore, part of the proceeds would be used to pay the following mortgages: 





Amount 





monthly 

First mortgage: Miami Beach Federal Savings Loan 379, G18 $4), OOK 
oe Miami Beach Federal Savings Loan 92, 804 
r} Benjamin Kane Foundation 200, OOO 
Fo B. lL. Binder & David Sevenson 50. OOO 
Fift B. 1. Binder & David Sevenson 22 905 
Sixth mortgage: Sam Kays 55, OOO 
SOO, SOT 


Mr. Simberg stated that the Federal Savings and Loan Association would in- 
crease their participation from 10 percent to 20 percent. Mr. Glassgold stated 
that Mr. Kane, president of Mercantile National Bank and the Kane Foundation. 
Was very much disturbed upon learning that the application had been declined 
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and he thought he could get them to participate in a new loan. Mr. Simberg ap- 
pointed Mr. Glassgold to work out a 40 percent participation in a $1,000,000 
loan with the holders of existing temporary mortgages. 

The distress is due to an overrun of 50 percent in actual cost of the hot 


i L© i 
compared with estimate by the architect. Copy of actual cost submitted: there 
fore, there are unpaid bills of approximately $200,000 due subcontractors 
and suppliers of equipment. There are also six temporary mortgages agegre- 
gating $800,000, to be paid out of the proceeds of a loan of $1,000,000. This will 


income from investments in affiliates he can liquidate unpaid current lia 
inafew months. ‘he following is a pro forma statement as of June 30, 1949, 


place the applicant in a reasonably satisfactory financial position. From his 


Conso idated pro for ma statement as of June 


and Sorrento Hotel hased on a $1,000,000 loar 





ASSETS 

Cash_. a - SITS. S84 
Accounts receivable 18, 551 l 
Inventories ; 2 979 
Prepaid expenses 12.720. (2 
Deposits 100 
Return check 19 

Total current assets 53. 253 

FIXED A rs 

Mayflower Hotel and Shore Club, Plymoutl 730, 426 
Mayflower Hotel, Hyannis , 000 
Residence, Miami 5 75. 000 
Sorrento Hotel, Miami 9, 523, 858 
Other real estate 20. OOO 
Other assets 22, 500 
Investments in affiliates 855, 361 (3 

Total fixed ee . 1 332 145 

Grand total_____-_.- oe Si Be ke ; 1, 385, 398 


LIABILITIES 
Notes payable, banks 


Accounts payable, trade aia 10,755 (5) 

Accounts payable : 6, 374 

Other notes payable 2 12,695 (6 

Accrued interest taxes , bs iar te ; 16, 203 
‘LOsO) CUITOIRY TADUITIOG ooo ho ok ok enc ccucccae 176, 027 

LONG-TERM LOANS 

Mortgage due RFC__- 1. 000, 000 

Mortgage due Reliance Insurance Co_ - 307, 945 

Mortgage due on residence__- : 20. 000 

Notes relative and asseciates, stand-bys ae 321, 250 (7) 
Total long-term __._- is he died SS 1, 649, 195 

BC ri : ; : 2, 560, 176 
ON a alice ates eh a i he eee 1, 209, 371 


Grand total. --- 
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(2) Beceivaiiies due Beery Rimhere. 60. a $ 12, 366 
Receivables due Sorrento Hotel...................._.....- eae 6, 185 


18, 551 


(2) Prepaid expenses Sorrento Hotel, insurance_____________ banal 11, 569 
Prepaid expenses Sorrento Hotel, other___- iituabconts = 1,151 
12,720 

(3) Investments in affiliates Stevens Hotel Corp., Miami___- z 0, OOO 


Advances, Stevens Hotel Corp., Miami . 23, 465 
Other investments, covers various companies manufacturing and 

distributing ice cream in States of Massachusetts, Pennsylvania, 

and Maryland, from which Mr. Simberg’s income is approximately 

$100,000 per annum 2 sea 641, 896 
855, 361 


40, 000 


(4) Personal notes of Harry Simberg due bank 


(5) Accounts payable Sorrento Hotel, current__ ‘ as epee 10, 755 


(6) Notes payable, Sorrento Hotel to York Hill Corp., balance on air- 
conditioning equipment being paid monthly, waiver will be ob 


tained 27, 500 
Other notes payable, Sorrento Hotel, covering equipment, waiver 
will be obtained ce er ore 15, 195 


42, 695 


(7) Long-term notes, stand-bys will be executed: 


Rubin Adelson, Massachusetts, demand 10, OOO 


Max Schwartz, Pennsylvania, demand 125, OOO 
Max Miller, Massachusetts 31, 250 
Walter J. Waldron, Massachusetts 62, 500 






Irving Simberg, Florida ; 3 62, 


HOO 


321, 250 

The applicant is in need of a long-term mortgage loan which is not available 
from other sources, as 21 life-insurance companies and several banks have been 
contacted by E. H. Banks, manager of real estate department of Jacksonville 
Properties, Inc., and applicant without success. As a last resort applicant is 
appealing to REC for assistance. 

his examiner contacted Agency Manager Farwell on the reconsideration 
request based on a larger participation and additional collateral. He stated 
that the Sorrento Hotel property was sufficient collateral to secure a $1,000,000 
loan as recommended by agency examiner and agency review committee, but 
that he did not think RFC should make a mortgage loan. This examiner pointed 
out to Mr. Farwell that, as the Sorrento Hotel is owner-operated, the applicant is 
eligible. While the Sorrento Hotel is considered a luxury type, it is not as 
pretentious as the Saxony, and there are increasing numbers of persons each 
year Willing and able to spend a week or month at this type hotel on the Atlantic 
coast during vacation, even though the rates are above average. In this respect 
the Miami Beach hotels meet the demand of vacationists who are in a financial 
position to afford better than average hotel accommodations. Furthermore, the 
hotel is air-conditioned and operated the year-round, having a summer schedule 
of rates which compares with rates charged by other Atlantic coast hotels. 

The collateral consists of a high-class air-conditioned hotel at Miami Beach, 
Fla., containing 992,906 cubic feet, 7.600 square feet of floor space, having 124 
guest rooms, all with private bath, 84 balconies, swimming peol, and 20 cabanas, 
also parking lot, furniture, fixtures, and equipment. Total cost $2,519,000, 
appraised at $2,000,000, the collateral is of sufficient value to reasonably assure 
repayment of a loan of $1,000,000. In addition thereto the equity in Maytlower 
Hotel and Shore Club at Plymouth, Mass., is offered as additional security which 
has an appraised value of $475,000 over existing first mortgage of $808,000, The 
income from the properties reasonably assures repayment from earnings. 
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Washington examiner's recommendation.—(BDP) Total loan of $1,000,000, 
to be disbursed and administered by Miami Beach Federal Savings & Loan 
Association, or financial institution satisfactory to agency manager, in which 
REC is obligated to purchase a deferred participation of 60 percent ($600,000 5, 
to mature in 7 years, with interest not to exceed 6 percent on participating bank’s 
portion and 4 percent on REC portion, payable $6,500 per month, plus interest, 
beginning 1 month from date of note, balance at maturity, and subject to the 
following conditions: 


1. Collate ral. 


(a) First lien on Sorrento Hotel property and 20 cabanas, 4884 Collins Avenue, 
Miami Beach, Fla., located on ocean front lot at Forty-fourth Street, 125 by 
360 feet, including air-conditioning equipment. 

(b) First lien on parking lot located on west side of Collins Avenue 
Forty-fourth Street, 100 by 1121, feet. 

(c) First lien on all furniture and fixtures for hotel and cabanas and hote 
kitchen equipment. 

(d) Second lien on Mayflower Hotel and Shore Club locat ym 
Mass., and subject to a first mortgage not to exceed $308,000, held by Reliance 
Insurance Co, of Pittsburgh, Da. 


? Use of proceeds. 


and 


a 


(a) To pay (6) existing mortgages SSOO, SOT 
(0) To pay construction bills 126, 154 
(c) To pay balance due on furniture and fixtures 73, O39 

Total 1, OOO, OOO 


3. That applicant furnish consolidated pro forma statement to agency mar 
ager as of June 380, 1949, to be substantially as set forth in this report 


4. Agreements, 

(a) 50 percent net earnings clause, Sorrento Hotel 

(b) Tax deposit agreement. 

(c) Management agreement. 

(7d) After-acquired property clause, 

5. That applicant furnish satisfactory stand-by agreements to agency manager, 
covering the following debts: 


Rubin Adelson, Chelsea, Mass., demand $40, 000 
Max Schwartz, Philadelphia, Pa., demand 125, OOO 
Max Miller, Boston, Mass., demand 31, 250 
Walter J. Waldron, Boston, Mass., demand G2. 500 
Irving Simberg, Miami Beach, Fla., demand 62, 500 

Total 391. 250 


6. That applicant will not make capital expenditures in excess of $10,000 
during any 1-year period without written approval of agency manager 

7. That management director's salary be limited to 810.400 per annum and 
assistant manager's salary to $5,000 per annum during the life of this loan 

That the applicant furnish satisfactory evidence to agency manager that 

all subcontractors and suppliers of material and equipment have executed a 
release of liens, if any, or waiver of claims against the applicant before dis 
bursing any of the proceeds of the loan. 


s 


H. W Ror IsTON, Huraminer 
Comments of review committee.—Entire loan proceeds are to refinance exist 
ing debts with respect to which there is no evidence of distress. 
Review committee recommends decline. 


FRANK T. RONAN 
T. E. Parks. 
Senator BENNETT. I would like to vO On Al cl dis - a series of 
events. 
On May 7, 1949, an application was filed for a 10-year loan on the 
Sorrento for SL250.000, 
On June 30, 1t was declined, or decline was recommended by the 
Jacksonville agency; the Washington examiner, Hilton W. Robert- 
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son and the Washington review committee. It was declined by the 
Directors. 

On August 17, 1949, there was a conference between Mr. Robertson 
and the attorneys at which it was proposed that the loan be recon- 
sidered on the basis that Miami Beach Federal Savings and Loan 
Association might take a 40 percent participation. 

On August 25, on reconsideration at $1,100,000, $150,000 less, the 
Jacksonville agency still recommended decline, the Washington re- 
view committee recommended decline on the basis that it was a bail- 
out. Mr. Robertson recommended that RFC take 60 percent of 
31,000,000, or $600,000. The Directors deferred consideration, and on 
Septe mber 6, they ’ declined. 

On September 7, the day after the Directors declined the loan, Mr. 
Simberg sent a wire to Senator James E. Murray for attention of 
George Glassgold. The wire was addressed to the Senator for Mr. 
Glassgold’s attention. I have this wire in my hand and would like 
to put it in the record. 

It reads as follows: 

Senator JAMES FE. MURRAY, 
Senate Office Building, Washington, D. ¢ 
(Attention: George Glassgold. ) 

First mortgage, mortgagee: Miami Beach Federal Savings and Loan Associa- 
tion. Original principal $400,000, present balance $377,001.06 payable $4,500 
on the Ist day of each month until fully paid. Interest at 5 percent per annum 
is included as part of the $4,500 payment. Maturity date: July 1958. 

Second mortgage, mortgagee: Miami Beach Federal Savings and Loan Asso- 
ciation. Original principal $100,000. Present balance $91,858.29 payable $1,500 
on the Ist day of each month until fully paid. Interest at 6 percent per annum is 
included as part of the $1,500 payment. Maturity date, July 1955. 

Third mortgage, mortgagee: Benjamin N. Kane Foundation and Howard 
Kane, trustee. Original principal $200,000, present balance $200,000, principal 
payable May 17, 1952. Interest at rate of 10 percent per annum payable semi- 
annually, to wit, $10,000 on November 17 and $10,000 on May 17 of each year. 

Fourth mortgage, mortgagee: B. I. Binder and David Levinson, principal 
$50,000, present balance $50,000; entire principal of $50,000 is payable on May 18, 
1950. Interest at 10 percent per annum is payable semiannually, to wit, $2,500 


on November 18, 1949, and $2,500 on May 18, 1950. Maturity date May 18, 1950. 

Fifth mortgage, mortgagee: B. I. Binder and David Levinson, original principal 
$22,995, present balance $22,995, payable principal. of $22,995 plus 10 percent 
interest in the amount of $2,107.38 payable on May 18, 1950. Maturity date 
May 18, 1950. 

Sixth mortgage, mortgagee: Sam Kay original principal, $55,000 payable entire 
principal of $55,000 plus 6 percent interest in the amount of $825 is due on 
September 18, 1949. Maturity date September 18, 1949. 

Can you tell us why Mr. Simberg, who signed that telegram, 
wired those details of the situation to Senator Murr: av! 

Mr. Guassconp. He did not wire it to Senator Murray. He sent 
it tome, Senator. What happened was that I was down in Washington 
at the time discussing this Simberg loan for the Sorrento Hotel and 
one of the questions came up, what is the present mortgage situation, 
interest. rates, and all that I have been bellowing about these high 
rates of interest down at Miami Beach, and that they would ruin us, 
and that something would have to be done to stop it, otherwise the 
entire beach property would be destroyed that way. I think it 
was Mr. Robertson, if I recall correctly, said: 

Well, let us have a complete list of the present situation on the interest rates 
and the mortgages. It may be pertinent to the issue. 
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I tried to get Mr. Simberg, and I could not get him on the phone, and 
discussed it with Mr. Blumenthal. He remembered what happened. 
I called our office in New York and told him about it. I said, “Try to 
reach him, Iam around town and I cannot get him on the telephone.” 
He reached Mr. Simberg and told him to get all of those facts together 
and wire to me at Murray’s office, meaning Jim Murray, Jr. He turned 
around and sent the telegram, as you have it there. 

Senator Bennerr. You think then it was an error in identification ? 

Mr. GuLassGotp. Exactly, sir. 

Senator Bennerr. That is interesting. On September 15, 1949, on 
reconsideration of $1 million loan, the Washington review committee 
concurred with Robinson on a 60-percent participation and the Board 
of Directors approved. On October 24, 1949, Senator James Murray 
wrote to Harley Hise and said—well, I will read the letter. 1 would 
like to put it into the record. It is addressed to 


Re Harry and Jennie Simberg, Sorrento Hotel, Miami Beach, Fla. 
Hon. Hartry HIse, 
Reconstruction Finance Corporation, Washington, D. C. 

My Dear Mk. Hise: I have been advised that Mr. Simberg has submitted a 
request to the RIC for a change in the resolution that was passed in the above 
matter. The resolution as adopted provides for a participation of 40 percent by 
a bank in the loan of $1,000,000, It now seems that the participation is impos- 
sible to obtain. Certainly the institutions in the Florida area who have indi- 
cated that they may take the participation have done so on such terms, that it 
would be financially impossible to accept. Furthermore, | understand that could 
these terms be acceptable to the borrower, that it would be in complete violation 
of the terms of the RFC loan. 

[ urge you to grant the request submitted to you on October 29, 1949, by Mr. 
Simberg. The facts in this case and the developments therein since the adop 
tion of the resolution by the REC clearly warrant further action by the RFC. 
There is no doubt that the RFC was created to relieve just such situ 
exist in this case. Unless the relief now sought is granted irreparable damage 
will result. I am sure you agree with me that if possible, this should be avoided. 

Sincerely yours, 


itions as 


JAMES MURRAY. 
On October 25, 1949, according to excerpts from the office records of 
Director Walter L. Dunham, this is 1 day later: 
Talked with Mr. Robertson re application of Harry Simberg of Miami Beach, 
Fla. (hotel loan) #* * Mr. Chauncey Dodds called on Mr. Dunham with 
Messrs. Charles Murray and George M. Glassgold. Mr. Murray is a son of Senator 


Murray. The cail was in connection with the application of Harry and Jenny 
Simberg, of Miami Beach, Fla. 

So here, Mr. Robertson, is at least one ease in which a Murray was 
involved in the RFC handling of this loan. Then on October 27, 
1949, on reconsideration as a $1,000,000 direct loan—no participation— 
Robertson approved, Washington Review Committee declined, and 
Board of Directors approved. 

On January 30, 1950, deadline for the first disbursement on the loan 
was extended from 60 davs to 90 days. 

On July 14, 1950, the Jacksonville RFC agency wrote to Dodds in 
Washington regarding uncertified financial statements submitted by 
Simberg and said: 

We do not believe this report reflects a true picture of the borrowers’ financial 
faim. * Fe? 

Though the loan is secured in part by the earnings of the hotel, the 
owners do not operate but have leased the hotel to others. 


‘ 
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On January 31, 1951, balance $904,421.42, interest paid to January 
2, 1951. 

In other words, the loan was finally made for $1,000,000 after Sena- 
tor Murray’s wire and after his son and Mr. Glassgold had called on 
Mr. Dunham with Mr. Dodds. 

Is there anything I have stated that is not correct, Mr. Glassgold, 
according to your knowledge and information 

Mr. Guasscoip. Other than that what I know; but what you have 
stated, there are a lot of things that I do not know about. I do not 
know about that letter that was sent to Harley Hise at all. 

Senator Bennett. There is no question about that. 

Mr. Guasscoip. I do not question that the letter was sent. You 
asked me if 1 know about it. I do not know about it and did not 
know about it. 

Senator Bennerr. Did you call on Mr. Dunham with Mr. Murray 
on the 25th of October to discuss this loan ? 

Mr. Guasscoip. I called on Mr. Dunham with that loan. If I 
recall correctly, Charles Murray, if he was there with me, did not 
discuss the loan with Mr. Dunham whatsoever. I think what we were 
doing was down at Mr. Dodds’ office at the time, and he told me, “I 
think you want to see the directors about this loan, about dise ‘ussing the 
question of the 10-percent interest rates that are being charged.” 

I said, “Well, if he is in his office I woul | like to see him.” 

Senator Bennerr. This is Mr. Dunham’s office record which says— 
and I am not criticizing your credibility, I am just refreshing your 
memory of the record. Mr. Dunham’s record said that you, Mr. 
Murray, and Mr. Dodds called on him. 

Mr. Guasscoip. That is correct. If we were there that is right. 

Senator Bennett. You discussed the Simberg loan. 

Mr. Guasscotp. Let me give you the conversation at the time. I 
remember it very clearly. 

Senator Bennert. All right. 

Mr. GuasscoLtp. We came in, Mr. Dodds introduced me to Mr. Dun- 
ham and said, “Mr. Glassgold wants to talk to you about the Sorrento 
loan.” 

Senator Bennert. Is that the first time you met Mr. Dunham ¢ 

Mr. Guasscoup. The first time I met Mr. Dunham, and the only time 
I met Mr. Dunham, and he said, “Don’t talk any further. I know 
about this. I have heard about the 10-percent interest rate.” 

He said, “There is nothing further to talk about,” and I thought he 
was going to slap it down, and he said, “I won't stand for that kind 
of business down there.” He said, “I think this loan should be 
approved.” I think we left him inside of about 30 seconds after that. 

Senator Bennerr. Mr. Dodds, do you have anything to add to that 
conversation / 

Mr. Dopps. Senator, Iam sorry. I, of course, make a great many 
visits to directors’ offices usually a great many times a day. T am 
just unable to recall it. There is no question in my mind what hap- 
pened and could have happened, but I just do not have any recollection 
of it. I view too many—I am called up on too many occasions of that 
kind to undertake to say that I can remember. I do not question at 
all that it happened that way. 














Senato 
discusslo 
Dunham 

Mr. Ri 

Senate 

Mr. R 

Senat 
ator Mu 
Mr. R 
Senat 
Murray 
quite ¢ le 
ose of 
which h 
Mr. I 
Sena 
a mome 
Mr. ¢ 
Sena 
the exa 
Mr. Hi: 
Mr. | 
Sena 
time ¢ 
Mr. 
I was 
held n 
Sen 
the eX 
Mr. 
exam 
Sen 
there 
Mr 
if lw 
lon wu 
Sel 
office 
Mi 
this : 
cane 
also. 
Se 
Sim! 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1283 


Senator Bennetrr. Mr. Robertson, do you have any memory of the 
discussion involving Mr. Murray, Mr. George Glassgold, and Mr. 
Dunham ? 

Mr. Ropertson. No, sir. 

Senator Bennerr. Regarding this loan? 

Mr. Roperrson. No, sir. 

Senator Bennerr. Did you know, or had you ever heard, that Sen- 
ator Murray had written a letter recomme nding that the loan be made? 

Mr. Rozertson. I did not know it: no. sir. 

Senator Bennetr. Mr. Dodds, in view of the telegram to Senator 
Murray which listed all of the obligations of the Sorrento Hotel it is 
quite clear that this is a completely bail-out loan, is it not? The pur- 
pose of the loan was to enable Mr. Simberg to pay off existing loans 
which he had and which he was going to accept in one form or another ¢ 

Mr. Dopps. It was completely a refinancing job: ves. 

Senator Bricker. Just one question, Mr. Glassgold. You testified 
a moment ago that you did not know Mr. Hanlon. 

Mr. Guassco_p. I said I do not recall that I met Mr. Hanlon. 

Senator Bricker. Is it true that vou held a meeting in the office of 
the examiner here in Washington with Mr. Simberg and his attorney, 
Mr. Hanlon, on August 17, 1949? 

Mr. Guasscotp. No, sir: I did not. 

Senator Bricker. You were not present at any conference at that 
time ¢ 

Mr. Guasscoip. Senator, Mr. B a tells me now that when 
I was there with him that Mr. Hanlon had walked into the office. I 
held ho conference with him. 

Senator Bricker. You never discussed this with Mr. Hanlon, with 
the examiner, or Mr. Simberg / 

Mr. Guasscotp. No, sir. I had been discussing the loan with the 
examiner, but not with Mr. Hanlon. 

Senator Bricker. You did now know Mr. Hanlon when he was 
there / 

Mr. Giasscoip. I sav I didn’t know Mr. Hanlon if he came in, and 
if I was introduced to him I do not reeall, but I do not know Mr. Han- 
lon and would not know him now if I saw him. 

Senator Bricker. Do you remember such a conference in your 
office, Mr. Robertson ? 

Mr. Rosertson. Yes: I think Mr. Hanlon was in the office there on 
this application, and Mr. Glassgold was in there first, and Mr. Hanlon 

came in and I introduced him. I reeall that. Mr. Simberge was there 
also. 

Senator Bricker. Did Mr. Hanlon appear there as attorney for Mr. 
Simberg along with Mr. Glassgold ? 

Mr. Ropertson. The application states that Mr. Hanlon was the 
applicant’s attorney at first. The application so states. 

Senator Bricker. When were you advised that Mr. Glassgold had 
taken Mr. Hanlon’s place as counsel ? 

Mr. Ronertson. By Mr. Simberg, when he came down after the loan 
was declined. 

Senator Bricker. Was that the August 17 conference? 

Mr. Rorertson. I do not know what date it was, sir. 

Mr. GuLasscoitp. Senator, may I clear a point there, please ? 
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Senator Bricker. I think you ought to. 

Mr. Guasscoip. Yes, I shall. When Mr. Simberg came to see me 
about this loan I told him I did not know whether we wanted to handle 
it. I then spoke to Mr. Blumenthal about it and said, “We have got 
to find some way in which it can be handled. If it can be handled on 
this present status, I don’t see how.” 

We then went down to Miami and spoke to the Miami Beach Federal 
Savings and Loan and said, “Would you”—we spoke to several banks, 
spoke to them on the basis of having them participate in a $1 000,000 
loan—it was $1,250,000 loan, and on that basis we went ahead with it 
because the Miami Beach Federal Savings and Loan indicated that 
they would go along in that type of deal. On that basis we undertook 
to handle the loan. Then when we had the thing passed on a $1,000,000 
basis with a 40-percent participation and a resolution was passed, the 
Miami Beach Federal Savings and Loan refused to go through with it. 

Then we had to come back and try to get the resolution amended. 
That was the time when the telegram was sent to me for the purpose 
of showing the present existing financial condition of the hotel. It was 
not a bail-out for Mr. Simberg, that was not the idea of a bail-out. 
As I understand it, it is with somebody who has an investment there 
and is trying to get his own money out. This was trying to refinance 
the hotel and pay off the existing obligation which would have ruined 
the proposition as a financial deal. The interest rates were so high, 
the amortization payments were so great they could not stand up 
uncer it. 

Senator Bricker. Do you have anything more to say about the con- 
ference between Mr. Hanlon and 

Mr. Guasscoip. My best recollection, Senator, is that if he was there 
I did not discuss the loan with him. It was a coincidental meeting at 
the best. 

Senator Bricker. Who was at the meeting? 

Mr. Glassgold, were you introduced to him at that meeting? 

Mr. Guiasscotp. Mr. Blumenthal says I might have been introduced 
to him; yes. I do not remember, though, if I was. If I met him it 
was a casual meeting. 

Senator Bricker. It seems to me you would remember if he had 
been attorney for your client. During the time you were engaged in 
this loan matter, were ne arrangements made about fees ? 

Mr. Guasscoip. No, si 

Senator BrICcKER. xi they ever paid,-if you know? 

Mr. Guasscotp. I do not know. I cert: ainly paid him nothing. 

Senator Carenarr. Mr. Robertson, is there a loan on the Coronet 
Hotel, an RFC loan ? 

Mr. Rogvertson. No; not that I know of. 

Senator Capenart. The Sorrento Hotel is the one we are talking 
about ? 

Mr. Ropertson. Yes, sir. 

Senator Carrnarr. Why did RFC refuse to make the loan when 
Mr. Hanlon was handling it, and then later make the loan? 

Mr. Rozertrson. In the original report I was under the impression 
that credit was otherwise available. 

Senator Capenart. I see. 
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Mr. Rorerrson. Later Mr. Simberg came down and had a confer- 
ence and then he explained the whole situation. At that time Mr. 
Glassgold was down there with him and credit was not otherwise 
avi pe able and he said he had about six te mporary mortgages borrowed 

gainst the property and was going to lose it. 

“Senator Carenarr. The credit was available at 10-percent interest ? 

Mr. Ropertrson. Yes. Then through Mr. Glassgold’s negotiations 
and Mr. Simberg and myself at the desk, we arranged a loan of 

$1,000,000 providing that he could vet subordination st and- by acree- 
ments of $321,000. Otherwise, I would not have recommended the 
loan. 

Senator Carenarr. Did anyone outside of RFC speak to you about 
this loan ? 

Mr. Rorerrson. Not that I know of. 

Senator Carenarr. You say not that you know of ? 

Mr. Ropertrson. No, sir. 

Senator Caprenarr. — you certain ? 

Mr. Ropertrson. Yes, si 

Senator Carenarr. las you certain no one did speak to you about 
it? 

Mr. Ropgerrson. No, sir. 

Senator Cargnarr. At no time? 

Mr. Roperrson. No, sir. 

Senator Futsricutr. Mr. Dodds, would you insert at this point the 
Undisbursed Loan Report No. 8 of the Business Loan Branch of the 
RFC concerning the Simberg loan. It is dated October 27, 1949, and 
consists of two pages. 

Mr. Dopps. October 27 ? 

Senator Funpsricur. October 27, 1949. 

Mr. Dopps. Report No. 8? 

Senator Futsricutr. No. 8. I want the record to show what the 
Directors had before them when they agreed to lend $4,000,000 to 
Harry and Jennie Simberg. 

Mr. Dopps. Yes, sir. 

(The information referred to follows:) 


OFFICE OF LOANS 
BUSINESS LOAN BRANCH 


Undisbursed loan 
OCTOBER 27, 194. 

(8) Jacksonville agency—Harry and Jennie Simberg, Miami Beach, Fla. 
(DDP) Total loan of $1,000,000 maturing in 7 years, approved by resolution 
adopted September 15, 1949. 

Business.—Operator of Hotel Sorrento at Miami Beach, Fla., and Mayflower 
Hotel and Shore Club at Plymouth, Mass. 

Participation.—A bank satisfactory to agency manager to make and service 
the load and sell RFC a 60 percent deferred participation. 

Repayment schedule—$6,500 monthly, plus interest, beginning 1 month; bal 
ance at maturity ; 50 percent net earnings clause. 

Purpose.—To pay construction bills, $126,154; to pay mortgages (six), 
$800,807 ; to pay balance on furniture, $73,039 ; total, $1,000,000 
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Collateral, Sorrento Hotel, Miami Beach, Fla. 


Net book | Appraised Agency 


Cos 
ost value value loan value 


$607, 000 $607, 000 $450, 000 ] 
1, 583, 000 1, 583, 000 1, 340,000 > $1, 000, 000 
329, O00 329, 000 210, 000 
2, 519, 000 2, 519, 000 2, 000, 000 
» Plymouth, Mass.: 
735, 000 735, 000 783, 000 


3, 254, 000 3, 254, 000 2, 783, 000 


rtgage of $308,000 to Reliance Life Insurance Co., Pittsburgh, 


Guarantors None 

Cause for report.—The borrower requests that the resolution be amended to 
provide for a direct loan of $1,000,000 in lieu of a bank-participation loan. 
it Washington eraminer.—The following letter from Miami Beach 
Federal Savings & Loan Association, dated April 7, 1949, covering participation, 
was submitted with the application : 

“In regards the Sorrento Hotel, we understand that you have applied to the 
Reconstruction Finance Corporation for a mortgage loan encumbering the Sor- 
rento Hotel property in the sum of $1,250,000. 

“In order to help you work out the loan with RFC, we would be willing to 
participate in the mortgage with them on a 10 percent basis. We understand that 
the REC portion of the loan would carry 4 percent interest and that our portion 
would carry 6 percent interest We also understand that we would act as service 
agents for RFC on the entire mortgage and that we are to be paid one-half of 
1 percent for servicing.” 

The above participation was discussed in this office with Mr. Simberg and 
Mr. George Glassgold, his attorney, at which time they were informed that the 
have to participate 40 percent if they wanted to make and service 
which REC purchased a 60 percent deferred participation. 
of the opinion that this could be worked out with the bank as they 
nd second mortgage aggregating $472,812 and participation had been 
with Mr. Kane, president, Mercantile National Bank of Miami; also 
ff the Kane Foundation which holds the third mortgage of $200,000. 
Mr. Kane spoke to Mr. Glassgold about the loan and said he wanted to 
Mr. Simberg as it would be bad business for the beach to have a property 
1@ Sorrento Hotel sold at auction. 
pplicant’s attorneys submitted a letter dated October 20, 1949, covering 
nks’ proposed participation, as follows: 
sold conferred with Mr. Sam Becker, of the Miami Beach Federal 
Association, requesting that they participate in this loan with 
struction Finance Corporation. Mr. Becker asked that the matter be 
in writing * * Mr. Blumenthal, of this office, conferred with 
rs, of that institution, in Florida on October 19, 1949. Mr. Blumenthal 
Mr. Glassgold by telephone this morning that Mr. Meyers refused to 
pate in this loan stating that he did not believe that they had the right 
their charter to make this loan in participation; that they did not have 
ditional funds to make the $1,000,000 loan ; that they would have to borrow 
S600.000 which would cost them as much as they could earn thereon; and 
they could not be satisfied with a straight 6 percent return on their $400,000 
tment 
‘onferences were held with Mr. Howard Kane and Mr. Orowitz of the Mercan- 
National Bank of Miami with a view to having the Mercantile National Bank 
‘ticipate in this loan with the Reconstruction Finance Corporation. After 
| conferences, participation was declined. One of the reasons for declina- 
ns was that Mr. Simberg refused to give a 50-percent interest in the hotel 
nership as a consideration for the participation of 40 percent.” 
t is evident that participation could be had upon payment of a large fee to 
institution and 50-percent interest in the hotel to the other, both of which Mr, 
erg declined to be a party to as the RFC could not make a loan wherein the 
ipating bank would receive more than 6-percent interest on its participation, 


Comne s OT 


Glassgold, the applicant’s attorney, endeavored to secure participation 
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with the Equitable Life Insurance Co., the Chase National Bank of New York, 
Manufacturers Trust Company of New York, and the Investors Syndicate, with 
out success. 

Due to the fact there is ample security for the loan and sufficient earnings from 
the hotel now being operated by Mr. Simberg to repay the loan, the request 
appears reasonable. 

Recommendation of Washington eraminer.—Approval of request 

H. W. Rowertrson, Examine 

Review committee recommends: Decline. 

G. P. Luci 

J, ©; Brrr. 
FRANK T. RONAN 
T. E. PARKs 

R. G. RHETI 


Senator Futsricur. Mr. Dodds, I hand you a letter which I wish 
you would identify. It is a letter dated June 30, 1949. 

Mr. Dopps. This is a letter from Drexel School, Miami Beach. Fla.. 
June 30, 1949: 

DEAR Sir 

Senator Fu.tsricutr. Who is it addressed to? Is it addressed to the 
President of the United States? 

Mr. Dopps. It looks like it. 

Senator Funsrieutr. That is right. go ahead. 

Mr. Dopps (reading) : 


I am writing as a citizen and property owner and taxpayer to protest against 
the RFC lending money to any of the ocean-front hotels here in Miami Beach, 
Fla. I understand they have granted $1,500,000 to George Sax, owner of the 
Seuxony Hotel, Miami Beach, Fla., and are also ‘considering lending money to 
Harry Simberg, owner of the Sorrento Hotel here. These ocean-trout hotels 
have illegally constructed bulkheads, cabana clubs, and swimming pools on the 
public beaches past the high-water mark. Circuit Court Judge Carroll, of Dade 
County, Fla., has recently given a court decision on a case against Sorrento 
Hotel that the hotel is illegally ou public beach. These ocean-front hotels have 
been helped by illegally enacted local city of Miami Beach 
illegally extended the bulkhead line 75 feet seaward against 
general welfare of the entire majority of citizens except the oc 
owners 

Inasmuch as there is therefore a cloud on the title of these hotel 1 
the Government lending money on them. Morally they don’t deserve any 
as they are deliberately taking away the public and sovereign lands of 
public. They have also pumped up sand from the ocean for fill without hat 
first secured proper War Department permits. 

Your truly, 
GUSTAVE L. DREXEL, ‘P 


Senator Funsricut. Did the RFC investigate the question 
cloud on the title of the Sorrento Hotel, Mr. Dodds? 
Mr. Dopps. Senator, | cannot say of my own knowledge that they 


did. Of Course, before any loan is disbursed we have to have an 
opinion of counsel. We are supposed to have an opinion of counsel 
to close a loan ‘unless the titles are good. I have no personal know! 
edge how this Was handled in the Jackson ille office. 

Senator Futprieut. As far as you know, you know nothit 
that ? 

Mr. Dopps. No: I could not testify to that, Senator. 

Senator Fu.tsrient. [I want to go on briefly to the Maxwell Co., Inc., 
of Miami Beach. I will give a little background on that. 

On October 19, 1949, the Maxwell Co., which, as I understand it, is 
a furniture company, applied for a million dollar loan for the pur- 


Lo about 
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pose of carrying title contract receivables. The agency recommended 
decline and application was amended before action was taken in 
Washington. 

On February 2, 1950, amended application for $500,000, 5-year loan 
secured by inventory was ap proved by Board of Directors. The 
agency had declined and the Washington examiner, Mr. Robertson, 
approved. Washington review committee declined saying: 

It is believed that private financing is available for any such operation that 
is sound from all credit angles. 

March 23, 1950, the borrower requested that it be released from 
stand-by agreement and permitted to pay debts totaling about $103,- 
000 owed mainly ) borrower’ s principals or persons close to them. 
The agency recommended denying the request and Washington review 
committee concurred. Mr. Robertson recommended granting the re- 
quest and the Directors did so: that is, the ‘Vv did orant it. 

November 8, 1950, Mr. G. F. Buskie reported t » Nathaniel Roy: all 
that Jacksonville agency disbursed $100,000 to the M. ixwell Co. after 
authorization for disbursement had expired. Authorization was sup- 
-phed later when Washington advised agency to extend disbursement 
( 


October 30, 1950, they applied for another $500,000 to be repaid 
In 1952. 

De ‘ember 5, 1950, agency eXamuner, con imiuttees, and manacer unani- 
mously recommende dl cle cline of the hew ap yplicat tion, 

December 18, 1950, Washineton review committee recommended 

cline, but eee approved and the Directors voted to make the 
second loan. 

January he ey he borrowers sought to substitute reduced col- 
lateral, Robertson cceuie Washington review committee recom- 
mended decline, Board of Directors declined. 

January 31, 1951, balance on the first loan $410,000, interest paid 
to January 10,1951. No disbursement on the second loan. 

February 1, 1951, request of January 11, 1951, was resubmitted. 

At this point i would like to insert in the record report No. 10 of 
the RFC Business Loan Branch concerning the Maxwell Co. loan. It 
is dated February 2, 1990, and has three pages. You will supply that 
for the record at that point, Mr. Dodds? 

Mr. Dopps. I will, sir. That is report No. 10, sir? 

Senator Funpric Ht. ‘That is right. 

Mr. Dopps. Yes, s 

The edie cient to follows:) 


OFFICE OF LOANS 
BUSINESS LOAN BRANCH 
New loan 


FrespruaAry 2, 1950. 

(10) Jacksonville Agency.—The Maxwell Co., Inc., Miami, Fla. 

Business.—Purchase and sale of furniture, restaurant equipment, manufacture 
and sale of venetian blinds, draperies, ete. 

Loan applied for.—$500,000 (reduced from $1,000,000). 

Date of application.—October 19, 1949. 

Received in Washington. December 12, 1949. 

Ee stablished.—1933. 


Matu 
Parti 
Prev 
Purp 


Operatin 
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Maturity requested.—® years. 
Participation.—None. 
Previous action.—None. 
Purpose. 





vt i 
I> 
To pay liens on real estate Ses vy 
Operating capital_ 146, ( 146. Of 
T + 
Tota : 
Recommendations (continued 
recommendations (continued 
A ver dv wmmitt \ 
Avency re co! ttee 
Agency exa ne ) 2 
Washington examiner () 
2 members decline; 2 members, $500,000 
l. Ea Do not all i k 1 ! ‘ 9 
tore ynably secure amoun n requested 
Collateral offered 
wie té 
Ay , 
( I 
\ Wye 
] ! it ( R 9 
lot . 2 
A » S40) \\ I 1 
( 1OT T ir rkKe \ 
Ccet I coul rece ble ¢ tr t i >| 


Ippraise d by. Adrian MeCune, M. A. 1... Miami, Fla.. as to real estate. Furni- 
ture and fixtures inspected by Agency Examiner J. N. Fanning, Jr., and accepts 
book value as fair market value. 

(suaranties 

Irving Greenfield: Outside net worth, $134,000. 

Hannah Bronner: Outside net worth, nominal. 

Lillian Greentield: Outside net worth, 51 

Condensed balance sheet (as of August 31, 1940). 


' 


[000 omitted] 


CG. A =i Seen a $532 
; : 5910. L 31 
O, A : ‘ : 2100) N. W TOS 








Total ee ss = 27 Total 1,271 
1 Includes notes receivable, $32; accounts receivable current, $138; up to 120 d , $28: 
over 4 months, $46; inventory, $740; other assets, $126 
Ine ludes amount due trom officers and sto« kholders, S74 de te rred Cl rees, $2: 
Includes notes payable to banks, $45; trade creditors, $65; officers and stockholders, 
$32 (stand-by); accounts payable officers, $71 (stand-by) ; accruals, $36; accounts pay- 


able, $161 ; deposits and credit balance, $121. 

W. ©. $1,009 after loan of $500 and after stand-bys of $103 and after payments 
due REC in 1 year of $120. 

Comments on statement.—Additional fixed assets, land, and buildings of 
$207,000 carried under affiliate, Chalmer Properties, Inc. 


80585—51—pt. 3 9 
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The applicant’s other affiliate, the Southeastern Finance Co., has been acting 
as agent in the sale of and securing loans on contracts to American Business 
Credit Corp. which was taken over by a New York company. This company 
refused to handle applicant’s receivables and contract. 


Condensed earnings statement (fiscal year ending May 31) 


[000 omitted] 





© * June 1, 1949to 

1945 1946 1947 1948 1949 ae 
Aug. 31, 1949 

Net sales $1, 355 $2, 34 $4, 377 MM, 824 $4, 333 $349 
Net profits (after taxes and depreciation 75 85 249 125 13 100K 
Depreciation 3 2 S 16 16 t 

Comments on management 

Num be shares Li : 

pwned Outside sen 

: snran 

Salary net ee 

worth henefl 
gen Class A ipplicant 
Irvir Greenfield, president $20, 000 16, OOO $134, 000 None 
] M. Lowe, vice president 6, OOO 2. OOv None 
Hubert E. Scher, vice president 25, 000 1000 None 
Albert Seiden, vice president 15. 000 6, 500 None 
Richard Bronner, secre 7, 800 50) None 
Hannah Bronner, vice president 5, 200 i) 20, 343 | Nominal Non 
Lillian Greenfield, vice president 5, 200 iv 22,000 , $121, 000 None 

Irving Distributors 60, OOO 
lotal 100 161, 343 
NorE Capital outstandin , 100 Shares Common, no par ilu Class A, par value $1 2000 8 


The above officers have been with the company for years and are considered 


capable. In the event a loan is approved, adiuinistrative salaries should be 
limited to not more than $60,000. 
Comments of Washington eraminer.—The applicant has been doing business 


for 16 years in selling furniture and equipment to hotels, apartments, and 
restaurants. The applicant was organized by the Bronner and Greentield fam 
ilies, and its present owner and management is a continuation of the family 
group. 

Available credit has been sharply curtailed. They had an open line of S125, 
000 with the Florida National Bank and $100,000 with the First National Bank, 
both lines secured by contracts. The above banks discontinued credit to the 
applicant. Before doing so, a meeting was held with Mr. Kane, president of 
the Mercantile National Bank, where the company has an open line of 875,000. 
Mr. Kane objected to the two banks cutting off the credit line to applicant 
because of the expansion program of opening branches in Tampa, Key West, 
and Jacksonville, which proved unprofitable. Subsequently, the branches have 
been discontinued, 

The applicant’s contracts to furnish all the furniture and equipment for the 
various projects require the acceptance of long-term contracts payable monthly 

ver a period of 12 to 28 months, and the carrying of a large inventory. 

The applicant has endeavored to arrange credit with various finance com 
panies and other banks, without success. 

The applicant’s original application was for a loan of $1,000,000, which was 
declined by the agency, subsequently amended to a $500,000 working-capital 
loan. The principal security will be fixed assets and finished inventory and 
acceptable receivables or contracts where required by the agency. The col- 
lateral is of sufficient value to assure repayment of the loan; furthermore, the 
earnings of the company up until fiscal year ended May 31, 1948, have been 
satisfactory. 

Recommendation of Washington eraminer. (B) Direct loan of $500,000 to 
mature in 44) years with interest at 4 percent and payable in monthly install 
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ments of $10,000 per month, beginning 1 month from date of note, balance at 
maturity, and subject to the conditions enumerated in agency review committee’s 
report dated January 16, 1950, and impose the following : 
1. SU percent net earnings clause. 
2. The administrative salaries be limited to $60,000 per year. 
H. W. Roserrson, Eraminer 


Comments of review committee —Applicant advises that in 1940, bank lines 
in the Miami area totaled $800,000, as follows: Florida National Bank, $120,000 
open and $400,000 secured by contact receivables; First National Bank, $100,000 
open and $100,000 secured by contract receivables; and Mercantile National 
Bank, $75,000 open. In 1947 the Florida National Bank and First National 
Bank abruptly cut off their credit lines to applicant, apparently due to thei1 
belief that applicant was expanding too rapidly on borrowed money 

Since 1947 applicant has been using finance companies. In October 1949 appli 
cant applied for an REC loan of $1,000,000 for the purpose of carrying title con 
tract receivables. The finance companies’ charges were at the rates of one 
twenty-eighth of 1 percent per diem on average outstanding balances, and on 


the basis of a TO percent advance of the face amount. ‘This resulted in a fee 
of approximately 18 percent, which is not considered unreasonable. Other 
credit limitations were imposed, such as only $90,000 on any one account. ‘he 


aforesaid application was recommended for decline by agency; however, before 
Washington action, the application was amended to $500,000 and the collateral 
changed to inventory primarily instead of receivables. 

It is believed that private financing is available for any such operation that 
is sound from all credit angles. If it is not available to the applicant, then 
its operations should be automatically limited in this respect by its own invested 


’ 


capita Accordingly, the review committee recommends decline. 
G. P. LUCE. 
J..©, Hever. 
RANK T. RONAN. 
R. G. RHETT. 


Senavror Futsrieiur. | also want to insert in the record at this point 
Undisbursed Loan Report No. 1 of the RFC Business Loan Branch 
concerning the Maxwell Co. loan. It is dated March 223, 1950, and has 
four pages. 

That shows the concessions that are sought by the borrower. 

Mr. Dopps. That is right. 

(The information referred to follows :) 


OFFICE O} LOANS 
BUSINESS LOAN BRANCH 


Undisbursed loan 
Marcu 23, 1950 

(1) Jacksonville Agency.—The Maxwell Co., Ine., Miami, Fla (B) Direct 
loan of $500,000 approved February 2, 1950. 

Business Purchase and sale of furniture, restaurant equipment, manufacture 
and sale of venetian blinds, draperies, etc 

Ri payment schedule.—S$10,000 per month, plus interest, beginning in 1 mont 
balance in 445 vears; 50 percent net earnings. 

Participation. None 

Purpose lo pay liens on real estate, 554,000; operating capital, $446,000; 
total of So.00.000 
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Collateral.— 





{000 omitted |] 





Cost Net book Apparised Agency loan 
‘ value value value 
Now own 1 
A to $100 
Land and building = $107 $84 $221 $92 
Equipment, furniture and fixtures 113 57 57 29 
Total 220 141 278 121 
As to $400: Warehouse receipts covering in- | 
ventory on the basis of 40 percent of cost or 
4 Ln irket, whichever is ] IS» ‘ Lor 
u bl weounts receivable on the 
basis of 2 to 1 
Appraised by: Adrian McCune, M. A. I, 
Miami, Fla., as to realestate. Furniture and 
fixtu spected by Agency Examiner J. N. | 
Fann Jr., who accepts book value as fair 
marke lue 


Guaranties.- 
outside net w 


-Irving Greenfield, outside net worth, $134,000; Hannah Bronner, 
orth, nominal; Lillian Greentield, outside net worth, $121,000. 


Cause for report—Borrower requests the following: 
1. That condition 7 in the resolution, which provides for the stand-by agree- 


ments relatin 
inated: 


g to borrower's indebtedness to the following individuals, be elim- 


Lillian Greenfield_____- See ee 3 bs Zz ; eee ve es 
Hannah B. Bronner_-_- I a a . bee ee 7, 500. 00 
Henry Bronner__---~--~- Sear ee eee aes Se tere a 7, 900. OO 
Asron: Banner... 2 a ae | re 
Albert Seiden... ~- a ic eiedchi ated ; . 2, 500. OO 


2. That apy 


ropriate authority be given agency counsel to render the opinion 


ordinarily rendered by borrower's counsel in loan closing. 
Comments of agency.—The financial statement of borrower included in this 
examiner’s original report was as of August 31, 1949. The first of the liabilities 


shown above 


“Tue officers.” 


“Officers, stoc 
loan by Lillia 


to clear from 
further in a letter dated December 1, 1949, that the bank had again started lend- 


ing the comp: 


was included in the statement under “Other current liabilities” as 
The other liabilities were included under “Notes payable” as 
kholders, relatives.” The first item was explained as a temporary 
n Greenfield to borrower to pay off a bank loan which bank wished 

its record because of its age. Borrower's accountant explained 


inv money and that the loan had been repaid to Mrs. Greenfield. 


This latter information was not included in this examiner’s report: however, it 


was known 


to the dissenting members of the agency review committee upon 


whose recommendations as to terms and conditions the loan was made. 


The liabilit 


ies included in the statement as due to oflicers, stockholders, and 


relatives were not further commented on in this examiner’s report other than to 


itemize them 


as they appear above. To the best of this examiner's recollection, 


no further information regarding any of these items was either requested by 


this examiner 


letter of Mar 


or furnished by borrower at any time prior to borrower's attorney's 
h 1, 1950. 


By letter dated March 1, 1950, borrower’s attorney requested elimination of the 
required stand-bys. Agency replied by letter dated March 3, 1950, to the effect 


that the fact 


stand-bys wer 


that interested parties bad injected the sum of money (on which 
e required) into the business had a very definite bearing on approval 


of the loan and indicated that agency would not recommend elimination of the 
stand-by requirement. Borrower's attorney replied by letter, March 7, to the 
effect that the stand-by provisions of the loan could not be complied with. The 
full text of these letters is included below: 

“March 1, 1950—Borrower’s attorney (Blumenthal) to agency: 

“*The resolution in the above-entitled matter provides in paragraph 7 for cer- 


tain stand-by 


agreements. This requirement of paragraph 7 cannot be imple- 


mented since these loans are not as they appear to be. 


“<*The first 


loan mentioned of $71,012.50 by Lillian Greenfield to the Maxwell 


Co., Inc. arose under the following circumstances: 
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“ ‘Sometime in the latter part of 1949, the Maxwell Co., Inc., was indebted to 
the Mercantile National Bank of Miami Beach in the sum of $75,000. This had 
been on the books of the bank for a considerable length of time, and the bank 
wished it paid and removed from the books for at least thirty days. In order to 
effectuate this, Lillian Greenfield borrowed a like sum from the bank and paid 
the loan. Thereafter, the bank again made a loan to the Maxwell Co., Inc., and 
Lillian Greentield was repaid. 

“Tt is thus apparent that presently no indebtedness in the sum of $71,012.50 
exists in favor of Lillian Greenfield and that no stand-by can be executed. The 
only debt that exists runs to the bank. 

‘*‘Somewhat similar situations exist with regard to the other loans mentioned 
in paragraph 7. The two loans of $7,500 each to Hannah and Henry Bronner are 
actually loans made by the Miami Industrial Bank to these individuals who im- 
mediately endorsed the checks over to the Maxwell Co., Inc. These, too, are in 
reality moneys owing to the Miami Industrial Bank. 

‘In the instance of Aaron Kanner, indicating a loan of $15,000, Mr. Kanner 
acted as trustee for a client of his, and this money must be repaid as it becomes 
due. No stand-by can be obtained. 

“Likewise, Albert Seiden borrowed the $2,500 from a third party and im- 
mediately turned the check over to the Maxwell Co., Inc. No stand-by can be 
obtained in this instance, 

‘Your attention is called to a letter dated December 1, 1949, addressed to your 
Mr. Fanning and written by Mr. Harry Blumin. This letter outlines the situatior 
with regard to Mrs. Greenfield and indicates the circumstances I have indicated 
above.’ 

“March 38, 1950—Agency to borrower's attorney: 

“*This will acknowledge your letter of March 1 requesting the resolution, dated 


February 2, 1950, authorizing the captioned loan be amended to delete para 
graph 7 thereof, which requires certain stand-by agreements aggregating 
$105,512.50. The reasons for your request were outlined in your letter. 


“*We do not feel that we can recommend the elimination of this requirement 
as the fact that the interested parties had this sum of money injected in the 
business and would leave it in the business had a very definite bearing on the 
approval of the loan. We would be willing to recommend a change if the inter- 
ested parties would relend or inject into the business not less than $100,000 as 
additional operating capital. It would not matter particularly to us whether 
the same individuals injected the same amounts as was indicated by the re- 
quired stand-bys. It would not make any difference to us whether this injec- 
tion was accomplished through the purchase of additional stock or whether it 
wis loaned to the company under proper stand-by agreements.’ 

“The facts appear to be that those members of agency review committee who 
initially recommended approval on the basis finally approved did so based on 
borrower's financial condition as of August 31, 1949, and considering that funds 
shown as being due by borrower to officers, relatives, ete., in the amounts 
stated would remain in or be reinjected into the business. While it was known 
that the funds due Lillian Greentield at the time of the statement (August 31, 
1949) had since been repaid, it was also obvious that, if she had been able to 
lend the funds to borrower initially, she was also in position to relend it. The 
circumstances alleged in Mr. Blumenthal’s letter of March 7 regarding the 
other liabilities were not previousiy known to agency. (In this connection, 
an explanation by the accountant of loans payable appearing in the August 31, 
1949, statement of Southeastern Finance Co. shows a loan payable to Aaron 
Kanner as trustee for Robert, Henry, and Richard Bronner.) Should the cir- 
cumstances alleged be true and the individuals unable to stand by on the $32,500 
in liabilities, it is readily apparent from individual financial statements it 
cluded in this examiner’s report that the three principals alone could inject 
$100,000 into the business, as suggested in agency’s letter of March 3, 1950. It is 
regrettable that, in order to inject the additional funds into the business, stocks 
and bonds held would have to be disposed of. However, if the principals be- 
lieve the borrower's business to be sound, it would appear that they would be 
willing to invest the additional funds.” 

Comments of Washington examiner.—The $71,012.50 debt due Lillian Green- 
field, the widow of the founder of the borrower’s business, was a temporary 
loan which was borrowed from the bank, secured by $75,000 United States 
Government securities as of August 31, 1949, subsequently paid by the borrower 
through a new bank loan. 
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The other four items amounting to $82,500 represented funds borrowed by 
two officers and two friends from banks, and the checks endorsed to borrower, 
all subsequently paid. 

Therefore, stand-by agreements cannot be obtained, and in lieu thereof the 
agency requests that there be injected $100,000 additional cash working capital. 

The borrower's attorney, Mr. George Glassgold, discussed the matter with the 
undersigned, at which time he was informed that whether or not we could 
consider eliminating the guaranties would depend on the current financi:! 
position of borrower. In this connection this examiner contacted the agency, 
with the view of securing a new financial statement and ascertaining the working 
capital position of the borrower. 

We are now in receipt of a statement as of January 31, 1950, as follows 


As of Aug. 31, 1949 As of Jan. 31, 1950: 
C.A $1, 112 C. L $532 C.A $2. 8S C.L $1. 291 
F. A. (net 49 0. L 3] F. A. (net 4 O.L “4 
O.A 100 N. W 7O8 OA 7 N.W su4 
Total 1, 271 rotal 1, 271 rota 2, 239 otal 2, 234 
Before loan Pro forma Before loan Pro forma 
( 4 $1,112 $1, 558 $2, OS $2 
C. L. 532 80) 0 1,4 
ae. 580 978 TOS 1,122 


fugust 31, 1949 (pro forma)—Current assets include $446,000 loan proceeds 
allocated to be used for operating expenses. Current liabilities reflect elimi 
nation of $103,512 stand-bys required and inclusion of $120,000 due RFC in 
1 year. 

January 31, 1950 (pro forma).—Current assets include $446,000 loan proceeds, 
Current liabilities reflect only the addition of $120,000 due RFC in 1 year. 

The August 31 statement showed a loss of $96,000 which was converted to a 
protit of $86,000 as of January 31, 1950, which reflects a better financial position. 
The January $1, 1950, pro forma shows an increase in working capital of $144,- 
000 over August statement. 

It is the opinion of this examiner that the pro forma (as of January 51, 1950) 
working-capital position of borrower is sufficient to meet borrower's require- 
ments, and that it is unreasonable to require the widow, Mrs. Greenfield, to 
dispose of her $75,000 United States Government bonds to inject it in the busi 
ness; furthermore, the loan is to be guaranteed by Mrs. Greenfield and others 
The elimination of the stand-bys does not affect the collateral position of bor 
rower, as the amount is more than covered in increased working capital. 

The request of borrower that the agency counsel be permitted to render opin 
ions in the closing of the loan in lieu of borrower's counsel appears reasonable. 

Recommendation of agency. 

i. It is recommended that borrower's request for elimination of the stand-by 
requirement in the resolution be denied. 

2. It is recommended, provided borrower so desires, that a requirement for 
injection of $100,000 be substituted for the stand-bys. 

3. It is recommended that appropriate authority be given for agency counsel 
to render the opinions ordinarily rendered by borrower's counsel in loan closing. 
Recommendation of Washington exraminers.—Approval of requests 1 and 2 

H. W. Ropsertson, Beraminer. 

Review committee concurs with agency. 

G. P. Luce 
J. C. Kirt 
FRANK T. Ronan. 
T. E. Parks. 

Senator Futsricut. These three borrowers that we have discussed- 
the Saxony Hotel, the Sorrento Hotel, and the Maxwell—were all 
represented by the same legal counsel; they were all assisted by the 
same firm of certified public accountants; their applications were all 
handled in the Washington office of RFC by the same examiner, and 
they were all difficult but successful cases. 
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Mr. Dodds, do you think there is any particular significance to these 
circumstances ¢ 

Mr. Dopps. No, sir. Senator, I, of course, do not know what you 
mean by “particular significance.” I do not see any particular 
significance. 

Senator Futsricut. Does that strike you as purely coincidental ? 

Mr. Dopps. The three loans might be handled by the same man? 
Yes. 

Senator Futsricut. They are purely coincidental ¢ 

Mr. Dopps. I think so. 

Senator Fuusricur. It has already been stated, I believe, by Mr. 
Glassgold that in each of these three loans Mr. James Murray, Jr., 
received a fee: is the correct, Mr. Glassgold ¢ 

Mr. Guasscotp. He worked on the cases with me and received his 
part of the fee, as is our usual arrangement. 

M: ay I inject for a moment, Senator? You asked about the coinci- 
dence of this. We had been working for the Maxwell Co. before this 
loan and before this application, and have been working for them 
since. Harry Blumin, of Blumin & Roberts, are the accountants. He 
is one of the outstanding accountants at Miami Beach. He has been 
the accountant for the Maxwell Co. for 10 years. He has been the 
accountant for many years for Mr. Simberg, and he has been the 
accountant for Mr. Sax down in Miami since 1943, I think; and it 
was our association down there with Mr. Blumin which furthered our 
association with the Maxwell Co., and it was through Mr. Blumin’s 
intercession that we got into the Sorrento deal. 

Senator Futsricur. Mr. Dodds, do the RFC records reflect pay- 
ment of all the legal fees in connection with the loan ¢ 

Mr. Dopps. I cannot testify at this moment to that, Senator. They 
should reflect any payments. 

Senator Futsrieur. Are they supposed to/ 

Mr. Donpps. Supposed to, yes. 

Senator Futsricur. You ought to know whether they do in this case 
or not. 

Mr. Dopps. No; I would not. 

Senator Futsricut. You were given notice we were going to discuss 
these cases this morning; were you not ¢ 

Mr. Dopps. Yes, sir. 

Senator Futsricut. Are you not supposed to inform yourself about 

cases that are up for discussion before this committee ¢ 

Mr. Dopps. Yes, sir. 

Senator Futsricnt. Well, then you ought to tell us whether it does 
reflect it or not. 

Mr. Dopps. [ just do not know. I will have to supply it to the 
committee. 

Senator Futsricutr. Will you look it up and supply it? 

Mr. Dovps. Yes, sir. 

(The information referred to follows :) 

Excerpt from Mr. Dodds’ letter of March 7, 1951, addressed to Senator Ful- 
bright: “The invoice from the attorneys was never approved, and no attorneys’ 
fees were authorized to be paid with respect to any of the three above-mentioned 
loans.” 

Senator Futprigut. Do you know, Mr. Robertson ¢ 

Mr. Roperrson. As a usual procedure, our directors have to approve 
all the legal fees. 
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Senator Fursricur. Do you know whether it is reflected on the 
records in these eases ? 

Mr. Ronerrson. I know this: that on the Saxony there was a $25,000 
bill came in and later supported by an itemized statement. That 
was referred to the Legal Division for approval. The Legal Divi- 
sion had never approved it except this: Mr. Dougherty, our general 
counsel, suggested a fee of $5,000 and $7,500 when the RFC loan had 
been half paid off. 

Senator Futsriegnt. You just heard Mr. Glassgold testify that the 
$25,000 had been paid; did you not? , 

Mr. Roperrson. I have no knowledge between the borrower and 
Mr. Glassgold. I am telling you that, as far as the RFC is concerned, 
our directors never ap yproved one dime of leg: il fees in connection with 
this Saxony Hotel. 

Senator Futsricur. Both you and Mr. Dodds say that you did 
not know there were any local attorneys in these cases; you did not 
think there were. 

Mr. Roperrson. I said—— 

Senator Futsrient. You testified that before Mr. Glassgold eve 
came on the stand, did you not ? 

Mr. Rosertson. How could I testify to that, Senator, when all 
my dealings have been here with the borrower’s attorneys ? 

Senator FULBRIGHT. The record will show that we asked you if 
there was any local attorney on it. We asked you that 

Mr. RoBERTSON. Not to my knowledge there was not. 

Senator Futsricur. Before Mr. Glassgold came on the stand, you 
said there were no local attorne VS; did vou not ¢ 

Mr. Rovertson. As far as I knew there were not. 

Senator Futpricnt. Yet, I believe, you accompanied a local attor- 
ney to the office of Mr. Dunham to discuss the loan ¢ 

Mr. Ropertrson. Oh, no, sir. 

Senator Futrricutr. Mr. Dodds was there. 

Mr. Dopps. I think Mr. Glassgold testified that was Mr. Charles 
Murray, Senator, and not Mr. Jim Murray. 

Senator Futrricut. Do you have any further comment to make 
on these three loans, any of you? 

Mr. Dopps. Do I have? 

Senator Futsricutr. Well, do you have? 

Mr. Dopps. I only have one. I do not know whether it is pertinent 
or not Senator; but, if I followed the chairman correctly, my report 
from which I am reading here indicates that in connection with the 
Maxwell case the agency manager and the agency advisory committee 
recommended the first loan, and they might have recommended the 
second loan. I may not — followed you accurately, 

Senator Frear. Mr. Chairman. 

Senator FULBRIGHT. y es. 

Senator Frear. Mr. Dodds, who is Mr. Charles Murray? Is he 
an attorney in town ? 

Mr. Dopps. He is the son of Senator Murray. Jim Murray is the 
practicing attorney here. 

Senator Frear. But Mr. Charles Murray is not a practicing attor- 
ney / 

Mr. Dopps. No: he is in the Senator’s office. 

Senator Frrar. He is in his father’s office ? 

Mr. Dopps. Yes. 
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Senator Frear. I see. 

Senator Fuisricur. I do not quite follow your statement, Mr. 
Dodds. Will you repeat that. 

Mr. Dopps. I was wondering whether I was wrong in following 
you or whether your record is accurate. 

Senator Futpricur. On the Maxwell Co.? 

Mr. Dopps. On the Maxwell. My record indicates—and I am 
only speaking from the record—that in connection with the first loan 
there were two favorable recommendations from the agency; one by 
the agency manager and one by the agency advisory committee. 

In connection with the second loan there was one favorable recom- 
mendation from the agency, that being the agency manager. I am 
only speaking from this report that has been prepared for me, 
Senator. I do not know whether that is pertinent or not. 

Senator Furreicutr. The agency, according to our records, on the 
first. application recommended decline on October 19, 1949, and Lung 
the application was amended before action was taken in Washington. 
Is that the one you are referring to? 

Mr. Dopps. I am referring in connection with the final action that 
was taken in approving loan No. 1. My record indicates that the 
agency manager did recommend it. 

Senator Futprigutr. You are making the point that the decline of 
the agency was not unanimous? 

Mr. Dopps. That is all. I understood you thought it was unanimous. 

Senator Fu.tsricgur. No; it was not unanimous. 

Mr. Dopps. Well, that is all. 

Senator Futsricgur. Do you have any further comment to make? 

Mr. Dopps. No; that is all. 

Senator Futpricur. Do you have any further comment, Mr. Rob- 
ertson, on any of these loans? 

Mr. Roserrson. Yes, Senator; I have. I have been examining for 
the RFC going on 18 years, and to my knowledge I do not know of 
a single loan that the RR FC has taken a loss on where I recommended 
it. That record I am defending. 

Senator Futsrieutr. Mr. Glassgold, do you have anything? 

Mr. GuasscoLp. No, sir. 

Senator Futsrigur. Mr. Blumenthal, do you have anything to say? 

Mr. BLUMENTHAL. No, sir. 

Senator a BRIGHT. Is there any Director of the RFC prese nt t! 
morning? I did want to submit this question, and I think it is pert ti- 
nent to the last observation of Mr. Robertson. It has never been my 
view nor, I think, the committee’s, ~_ at the only criterion for the use 
of public money in loans is whether or not the loan would be repaid. 
That is only one of the considerations. The overriding consideration 
on loans is whether or not it is in the public interest to make them and 
whether or not some factor is involved in which the general public has 
some interest. 

I am unable to see in the case of the Saxony loan where there is any 
public interest in the loan whatever, granting, of course, that it has 
been repaid. I can go along with you on the soundness of the loan. 
There was very little doubt that it would be re paid. Mr. Sax, accord- 
ing to our information, has very large outside income. He had in- 
vested over $4,000,000 in the hotel. I would not be surprised if it could 
be sold on the block at any day for as much as he had in it, but to me 
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that is quite beside the point. If you do not agree with that, Mr. Robin- 
son, we just do not see the function of the RFC in the same light, and 
I quite agree with you that the Board of Directors have been inclined 
to follow your vie wpoint and not mine, or the committee’s view during 
the last 2 years. You are not the only one there who disagrees, but. 
we are trying to develop a proper ev: alus ition of the legislation creating 
RFC and its present purpose. That is where we differ. We are not 
criticizing the Saxony loan from the point of view that it is not likely 

1 was not likely even as of that time to be repaid. 

Senator Doveéias. Mr, Chairman, may I make a point? As I under- 
stand your statement, the fact is that this was a loan to a superluxury 
hotel; the minimum rates were from $30 to $35 a day, and there were 

rates from $50 up, which were quite common, and that therefore there 
Was ho consumer’s interest in providing luxury accommodations at 
Miami Beach. 

Senator Futsricut. That is the point, the same point I made with 
regard to the Mapes Hotel on which Mr. Robertson also passed favor- 
ably. I could see no general public interest. 

Mr. Robertson, to illustrate it a little further, we said in the 1948 
report, known as the Buck subcommittee report, that the individual’s 
interest, in this case, the interest of Mr. George Sax, should be the 
secondary consideration in the making of loans. The fact that Mr. 
George Sax might have lost his equity is not a good ground for your 
usIng public money to re ‘lieve his distress if that is the only reason 
for the loan: in other words, Sax’s distress was an insufficient reason 
in the absence of a public interest. I think you were unduly impressed 
by his personal difficulties with regard to his income-tax payments. 

Senator DouGias. Mr. Chairman, is there not another point, that not 
only was there little or no public interest in the loan, but it is possible 
that there might have been an adverse interest to that of the general 
public; namely, that the construction of this hotel apparently took 
access to the be ach aw: ay from the gener al public. 

Senator Futericutr. Well, when this loan was granted, the building 
was already built. There could not have been anything—the worst 
that could have h: app — would have been the changing owne rship 
ot the hotel. I think it is wholly unrealistic to say the hotel would 
have closed if the loan were not orante dd. There was too much invested. 
Whoever the creditors were, they would certainly have gone on, and 
this would 4 ave served whatever, if any, value there was to the public 
in having it open. That would have not been disturbed. The only 
cs that could have been disturbed was Mr. George Sax’s indi- 
vidual convenience. 

We have been - ad to be he _ve from other sources that he is quite well- 
fixed from his other businesses: and we do not vet see, and I do not 
see, Why the RFC had the slightest justification in advancing this 
money in the rehef of Mr. Sax. 

Mr. Guasscotp. Senator, may I say this about that one point that 
you made? The public interest there, if I may say it, is that tere 
were many creditors there who were still unpaid at the time, running 
into many hundreds of thousands of dollars. There were m: iny notes 
outsts nding for construction. These contractors in many instances 
would have been ruined if this money was not paid to them. They 
had obligations at the bank; they hs 1d material obligations; and, if 
this was not paid, you would have found a very bad situation among 
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the contractors at Miami Beach and Miami. That is a point I wish 
to make. 

Senator Dove.as. Is it not true that contractors have a prior hen 
on properties ? 

Mr. Guasscoip. Not as against the mortgagor, Senator. 

Senator Futsrient Oh, yes; I think so. 

Mr. Guasscotp. No; they have not, sir. The first mortgage comes 
first. 

Senator Carpenart. Who would be foolish enough to give a first 
mortgage until the contractors were paid when, up to the time the 
first mortgage was put on, they did have a mechanic’s lien ? 

Mr. GLasscoup. They had a mechanic’s lien over and above the 
mortgage money. 

Senator Carrnarr. Before a first mortgage could be put on that 
property. they had to release all the mechanics’ liens or nobody would 
have been foolish enough to put it on. 

Mr. Griasscotp. That was done, Senator. 

Mr. Brumentuan. That was done. 

Mr. Guiasscoip: They lost their mechanic’s lien. 

Senator Careuartr. What about the Sorrento Hotel: what was the 
public interest involved there ? 

Mr. Guasscoitp. The public interest that I urged, Senator, was that 
the mortgage situation down at Miami Beach is in a very, very bad 
and ¢ ee condition, so much so that they can get interest rates at 
10 percent. Something must be wrong. 

Senator Doucias. What were the hotel rates at the Sorrento Hotel, 
Mr. Glassgold ? 

Mr. Guasscoip. I don’t know. 

Senator Doveras. You were the attorney. Can you make an 
epproximation ¢ 

Mr. Buumentiar: From $25 to $30 a day. 

Mr. GLASSGOLD. They run from $25 to $30 a day at the 2-month 
period, | understand. 

Senator Doucias. And the Maxwell Hotel what are the rates 
there / 

Senator Futsrigutr. Maxwell is not a hotel. That was a loan to 
a furniture-supply house. 

Senator Carenart. I want to say this: I remember a lady that 
came from Muncie, Ind., on a bus and stayed up all night to come to 
Washington to borrow some money from the RFC in order to build 
a motel. She had been reading in the papers where the RFC had 
loaned money to many big corporations, and she wanted to borrow 
$35,000 to build a motel about a mile outside of Muncie. She did not 
get the money. 

Senator Dovenas. Mr. i aeaiast may I ask if the Maxwell Furni- 
ture Co. supplied furniture for these hotels / 

Mir. Giuasscoip. It does, sir. 

Senator Doucnias. So that a large portion, or a considerable portion, 
of its business had been the supplying of furniture for these hotels ? 

Mr. Griassconip. It is, sir. 

Mr. Buumentuar. All the beach hotels. 

Senator Dovetas. There is one point I wanted to ask a little bit 
more about: and that is, is it your contention, or is there any precedent 
established, that if anyone loses money it is the duty of the RFC to 
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come to the assistance of the creditors? If that is so, an unlimited 
field is opened up for the activities of the RF( 

Mr. Guasscoip. Only, sir, if it is impossible to get money through 
the normal channels at reasonable terms. 

Senator Dovenas. In other words, your point is that it is the func- 
tion of RFC to enable loans to be refinanced at a lower rate of interest ? 

Mr. Guasseotp. Not exactly a lower rate; a reasonable rate, sir. 
I think that anything that has unreasonable terms is not financing, 
and I think that where you have a situation where an economy is 
threatened within an area, as I thought it was here, I think it is proper 
to ask for a loan of this kind. There are other instances where we 
were requested to undertake or handle RFC loans which were turned 
down because we could not see it. 

Senator Dovetas. Do you think it would be proper for the RF( 
to make a loan to the Waldorf-Astoria ? 

Mr. Guasscoib. I don’t know the conditions, sir. 

Senator Doveias. No; I mean to help the Waldorf Astoria, help the 
present ownership of the Waldorf-Astoria to continue / 

Mr. Guasscoip. I would have to know more about the facts to be 
able to answer that,sir. That isa hypothetical question which I would 
not know how to answer. 

Senator Doveras. Well, the great common people of the country 
are not being hel Ipe <d by such a loan as this, a hotel charging $25, $30, 
or 540 a day, and in some cases $50 a day. As I remarked in the case 
of the Mapes Hotel, I think this is carrying the concept of the welfare 
state too far. 

Senator ‘Topry. | have a question of Mr. Dodds. 

Senator Fu.tsricur, Senator Tobey. 

Senator Torney. You just testified that you had many contacts daily 
with the Directors of the RFC: is that correct / 

Mr. Dopps. Yes, sir. 

we nator Torry. After having these many contacts day after day, 
week after week, month after month, and vear after vear is it not a 
fact that in your own mind, as you walked out of that room, you 
often said the finest thing that could happen to the Republic of 
America is for the whole Board of Directors of the REC to tender 
their resignations / 

Mr. Dopps. Have I thought that mvself? 

senator ‘Tor vs Yes. 

Mr. Dopps. No, sir: I don’t think that thought has occurred to me. 

Senator Tosry. Does there well up in your heart a great wave of 
pity for the taxpayers of the country ? 

Mr. Dopps. I am sorry, sir; I didn’t understand t hat 

Senator Torry. Has there welled up in your heart, in view of what 
you have seen of the RFC and know about it, a great wave of pity for 
the taxpayers of this country under existing conditions of manage- 
ment / 

Mr. Dopps. No, sir: that thought has not occurred to me. 

Senator Toney. Well. consider it a moment, please, as you leave this 
room. 

Senator Frrear. Mr. Robertson, did vou ever stay at the Sorrento 
Hotel ; 

Mr. Roverrson. No, sit 
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Senator Frear. Of the three loans that have been approved— 
namely, the Saxony, the Sorrento, and the Maxwell Furniture Co.— 
the only complimentary thing that you have ever received from them 
was the stay that you had at the Saxony / 

Mr. Roserrson. That is right. I want to say this: I had nothing to 
do with assigning any of the loans to me. 

Senator Frear. I think we understand that. 

Senator Futsrient. Any further questions ? 

The committee will recess until Wednesday morning, March 7, 1951. 
We will have an executive session to hear Mr. Dunham. On Thurs- 
day morning, March 8, there will be a public hearing on the loans to 
Central Iron & Steel Co. 

(Whereupon, at 12:30 p. m., a recess was taken to the time and 
place above noted.) 
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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


WEDNESDAY, MARCH 7, 1951 


EXECUTIVE SESSION 
(MADE PUBLIC BY ACTION OF THE SUBCOMMITTEE) 


Untrep States SENATE 
SUBCOMMITTEE ON THE RECONSTRUCTION FINANCE CorPoRA- 
TION OF THE COMMITTEE ON BANKING AND CURRENCY, 
Was hington. DP. fe 


The subcommittee met, pursuant to recess, at 10 a. m., In room 301, 
Senate Office Building, Hon. Paul H. Douglas (acting chairman of 
the subcommittee), presiding. — 

Present: Senators Douglas, Maybank, Frear, Capehart, Bricker, 
and Bennett. 

Also present: The odore Herz, sta fl director: James Foley, com 
mittee investigator. 

Senator Dovcias. We have a problem on the transcript. It was 
agreed to hear Mr. Dunham in executive session because of his health 
and we . therefore, have shielded him from pu blie strain, but I do not 
believe ths at this immunity should extend to keeping the record of his 
testimony a secret. I think the transcript of his testimony should 
be made public and | welcome a motion to that effect. 

“enator Frear. May Task a question ¢ 

Senator Dovenias. Certainly. 

Senator Frear. What is the cause for his being here? Is it volun 
lary or did the subeommittee request his appearance ¢ 

Mr. Fotry. He submitted a doctor’s statement saying he could not 
appear. 

Senator Frear. Why did he submit it? Because he did not want 
to appear ? 

Mr. Fotey. No; we had not asked him to testify but he had been 
invited. 

Mr. Herz. I think I can tell you the circumstances. We advised 
Mr. Harber in connection with one of the earlier meetings that the 
people out of the RFC who could be helpful to the proceedings in 
cluded Mr. Dunham. Mr. Harber then asked Mr. Dunham to be 
present at one of these meetings and so fhe request came to him from 
the RFC. He thereupon supplied us with the statement and the 
doctor’s certificate and, in his statement indicated that he would like 
to appear before this subcommittee with a prepared statement and 
he would be very happy to meet in executive session. 

Senator Frrear. What I am trying to get clear in my own mind is: 
The reason you are giving him the executive session is because of his 
health ? 
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Senator Dovenas. That is right. 

Senator Frear. Not because of the information he gives ? 

Senator Dovetas. That is right. 

Senator CarrHarr. You are giving it to him as an accommodation 
to him? 

Senator Frear. I have no objection, as far as that is concerned, to 
making it public under those conditions. 

Senator Dovenas. I expect the committee would be criticized if the 
transcript were not made public. 

I would like to entertain a motion approving the publication of 
the transcript as soon as it can be typed up and made available. 

Senator Carenartr. I will make such a motion. 

Senator Frear. I second it. 

Senator Doveias. All those in favor say “aye.” 

(Chorus of “aye’s.”) 

Senator Doveras. Senator Bennett, just before you came in we 
adopted a resolution approving the publication of the transcript 
after the meeting is over so that the transcript will be made available 
to the public. 

Senator Bennetr. You can vote me for that. 

Senator Doveias. Very well. We now h: ave a quorum. 

Will you ask Mr. Dunham to come in, please 

Senator Doueias. Mr. Dunham, we have just siasied a motion that 
the transer ipt of your statement, so far as the quest ions are concerned, 
will be made public; that is, we are hearing you in executive session 
in order to reduce the strain upon your heart, but we did not feel it 
proper to keep secret the testimony itself. 

I understand you have prepared a statement for the record, and I 
wondered if you would submit it for the record at the present time 
and then read it aloud, and if you would be willing to subject your- 
self to questioning as we go along, I think it would be helpful. 

Mr. Dunham, will you be sworn? Do you promise to tell the truth, 
the whole truth, and nothing but the truth, so help you God 

Mr. Dunnam. I do. 


TESTIMONY OF WALTER DUNHAM, DIRECTOR, RECONSTRUCTION 
FINANCE CORPORATION 


Mr. Dunnam. Such of vou as I have not said “Good morning” to, 
good morning, and I want to introduce Mrs. Smoot, my secretary. 
(Mr. Dunham’s statement referred to follows :) 


To the Subcommittee of the Banking and Currency Committee Investigating the 
RFC: 

GENTLEMEN: I appreciate this opportunity to put down, in my own words, my 
version of the matters which have.attracted the interesting (sic) of your Banking 
and Currency Subcommittee investigating the RFC. 

I shall do my best to brief for you, from the beginning, the story of my expe- 
riences as a Federal official. Looking at it in retrospect, I am afraid that it 
stands as a sad history of a businessman so naive and uninformed as to assume 
that the experiences of a private banker over 30 years were sufficient to under- 
stand and cope with the political atmosphere of Washington. 

It was in January of 1948, more than a year before my appointment, that Mr. 
Cy Bevan, then the Democratic national committeeman from Michigan, sug- 
vested to me that I might become an RFC director. I learned subsequently that 
my name had previously been discussed in Washington. 

The question has been raised as to why I, a lifelong Republican, should have 
been chosen, There was never any doubt in my mind as to the reason. It was 
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made clear to me that the administration wanted (@) a Detroiter, and (0) a man 
definitely not associated with what the President regarded as “big business.” 
Nothing was ever said as to whether I should be a good Republican or a “tame” 
Republican. The only interest evidenced was in my background in finance, which 
I found had already been checked, and in the reiterated question as to whether I 
had ever been connected with big business—directly or indirectly. 

Shortly after my appointment was announced, I believe in February 1949, a 
friend in the banking fraternity in Detroit invited me to luncheon to meet a Mr. 
James Windham, who had apparently sought an introduction. Mr. Windham, I 
learned, was a vice president of the F. L. Jacobs Co. and a former RIC official. 
I was most interested in his general observations on RFC history and operations 
and on life in general in Washington. 

Through Mr. Windham, I met Mr. Rex Jacobs. Mr. Jacobs has testified that 
he has known me “casually” for 25 years. That could have been. He stated that 
he banked at the Detroit Bank when I was its president. If that is the case, 
he may have talked to me as did thousands of other depositors, but I do not 
recall his making any impression until he was introduced by Mr. Windham. 

Upon my arrival in Washington, I went through Mr. Donald Dawson to meet 
the President. After my appointment, Mr. Dawson told me that top personne 
matters at the RFC should be cleared through the White House. Because he was 
the only White House official I knew, I assumed that meant such matters should 
be cleared through him. As will be noted later herein, I subsequently contacted 
him on other matters. 

Mr. Dawson introduced me to Mr. Willett, a fellow Director, stating that the 
White House had great confidence in Mr. Willett, who had come up through the 
ranks of the REC and that I would find Mr. Willett’s help valuable in becoming 
acquainted with my new duties. 

I find, from a check of my diary, that on March 25, 1$49, 4 days after m) 
appointment, Mr. Windham called at my office with Mr. Merl Young. To my 
knowledge, that was our first meeting. 

I found, soon after taking office, that Mr. Dawson, Mr. Young, Mr. Windham, 
Mr. Jacobs, and Mr. Willett were all close friends and that I was obviously 
regarded as a new member of their social group. I knew that Mr. Jacobs was 
active in the Democratic Party and had some degree of White House entree. My 
impression was that the group was solely interested in the welfare of the Truma: 
administration and that any RFC interest they had was along this line. 

When I assumed my duties, I felt that the best protection I could have would 
be to conduct my public life with the same open policy which led me, 
president, to have the doors removed from my private office 

Although told that I could procure a secretary of my own, I kept the same 
efficient young lady who had served a number of my predecessors on the Board. 
l gave her very specific instructions. They were to 

1. Keep a record of every person who comes into the office and the nature ot 
their business, whether official or personal. 

2. Monior every telephone call, whether official or personal. (It must be recog 
nized that when there is only one secretary in the office there could be times when 
this monitoring is not complete or entirely accurate. 

3. Open every letter that comes into my office even though it is marked personal 
or confidential. 

I believe, gentlemen, you will agree that this is hardly a policy which would 
be adopted by one with any ulterior motives. You will recall that I told you of 
this policy early in this investigation and, when you asked for the two volumes 
of this “diary,” I made them available to you. You were kind enough to return 
them to me in order that I might check dates in connection with this statement, 
and I have since returned them to you in order that you may continue to make 
any use you desire of this complete record of who telephoned me, what was said, 
who called on me, ete. 

I have told you of my assumptions as to the integrity of Messrs. Jacobs, Wind 
ham, Dawson, et al. This confidence was borne out shortly after I became an RFC 
Director when I came upon the Lustron matter. 

This loan was made months before I became a Director. I found that some 
thing over $30,000,000 was outstanding on a loan to a company with an equity 
capital of only $841,000. On May 4, 1949, I visited the Lustron plant in Columbus 
Ohio, accompanied by Messrs. Dyas and Luce of the RFC and by Mr. Merl 
Young, whom I had learned was a Lustron vice president, seemingly in charge 
of their Washington affairs. 
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The visit made it apparent that the company was being extravagantly operated. 
It had never had a day, week, or month of profitable operation. It was losing 
in excess of $1,500,000 a month. The day I visited the plant 2,800 men were 
working and that day, if my memory serves me, they turned out 7 houses, There 
Was no production management and no one could show me how production was 
being geared to employment. 

It became apparent to me that action on the loan had to be taken. I found 
my fellow Directors in agreement and quite willing for me to take the initiative 
in such action. 

My decision to get tough on the Lustron problem brought me into direct con- 
tact with Mr. Carl Strandlund whose concern immediately became apparent 
when, upon calling on other Directors, he was referred back to me. 

On July 8, 1949, I met with Mr. Strandlund in my office for a session, which 
was partially described in a memo which I dictated after the meeting and which 
IT attach hereto... It will be noted that Mr. Strandlund was apparently proceed 
ing on the confident feeling that the sole RFC responsibility in relation to him 
was to loan him money and that he bitterly resented any other type of inter- 
lerence, 

In this same conference, when I insisted that Mr. Strandlund had to make 
economies in his executive pay roll, he noted very pointedly that such economies 
would necessitate the discharge of Mr. Merl Young who, he emphasized, was 
exceedingly well-connected at the White House, 

I immediately contacted Mr. Dawson, the only man IT knew at the White 
House, and the results encouraged my high opinion of Mr. Dawson’s motives, 
and therefore of those of his close friends who had become my friends. I told 
Mr. Dawson that I had been informed that certain economies could not be made 
at Lustron because of the harm that might befall Mr. Young. Mr. Dawson sub- 
sequently informed me that the President said to go ahead and do whatever was 
best regarding Lustron and without regard to the status of Mr. Young 


From that time on, all that happened in regard to Lustron was done by direct 


action of the entire Board. Mr. Young did leave the Lustron pay roll and 
ultimately the Company was closed. 

The Lustron case was a matter which worried me considerably I am sure 
I discussed it with Messrs. Dawson, Jacobs, Windham, and Young whenever we 
were together, which was usually when Mr. Jacobs came to Washington and 
invited us to dinner. At one point, it was decided there should be a study of the 


company’s operation (a) to determine the financial 





marketing and engineering 
possibilities of the company; and (6) to determine the efficiency and possibilities 
its production system. 

Two firms made bids to do the first part of this study and the job was awarded 
to Booz, ANen & Hamilton, an engineering firm of outstanding repute 

Somewhere the idea was broached to me that Mr. Rex Jacobs would be a good 
iInan to make the production study. He may have suggested it himself, or it may 
have been suggested by Mr. Windham. In any case, Mr. Jacobs cffered to d 
the job without pay on a basis whereby the RFC would simply reimburse his 
out-of-pocket expenses. Mr. Jacobs in turn suggested that Mr. Ed Hunt accom 
pany him on the survey. I knew of Mr. Hunt as a top production man at the 
Chrysler Corp. and as the engineer engaged to set up the production line at 
Kaiser-Frazer. I did not know him personally and recall that, after the Board 
had agreed to send Messrs. Jacobs and Hunt to Columbus, I had to call Mr. 
Jacobs and get Mr. Hunt’s correct first name. 

Mr. Jacobs and Mr. Hunt went to Columbus. Initially, they found Mr. Strand 
iund uncooperative. They telephoned me and I telephoned Mr. Strandlund 
instructing him to make available whatever data they sought. 

I would like to point out that never for a moment did I have any idea that 
Mr. Jacobs had any interest in the matter except to assist me personally with a 
very distressing problem and to help the administration do the best it could with 
« loan obviously turned bad. The only report received from Mr. Jacobs was one 
generally in line with purposes for which he was sent to Columbus. It said 
there was a possibility of doing a production job at the Lustron plant but 
recommended that Mr. Strandlund should be moved up to the Chairmanship of a 
reorganized board of directors and that some new production men should be 
brought to that board. 

This report from Mr. Jacobs did mention the advisability of reallocating the 
Lustron stock. This was a matter beyond the purpose for which Mr. Jacobs was 
sent to Columbus, but it in no way aroused any suspicion in my mind. I simply 
felt that it was a gratuitous suggestion more in line with the purposes for 
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which Booz, Allen, and Hamilton had been hired. The report of that firm, 
however, made the whole matter of Mr. Jacobs’ report academic. They stated 
there was no hope for any Lustron pay-out and emphasized the unescapable con 
conclusion that no more tax money should be poured into it. The board acted 
upon this theory some weeks later having delayed, as this committee knows, 
because you gentlemen wished to hold a Lustron hearing and could not do so 
because one or more members were in Europe. When you found no fault with the 
decision we had reached, Lustron was closed. 

Out of this Lustron matter came my first feeling of doubt as to my association 
with Mr. Jacobs and his friends in Washington. Some weeks after his report was 
submitted, Mr. Jacobs invited my wife and me to visit at his ranch in Florida. 
We declined. A few days after the party in Florida ended, I received a call from 
the Washington correspondent of a Detroit newspaper. 

The newspaperman had received a memorandum from his home ofiice based 
apparently on an anonymous telephone call from someone hostile to Mr. Jacobs. 
It said that a meeting had been held at Mr. Jacobs’ ranch of persons seeking 
Lo engineer a “grab” of the Lustron factory. I was impressed by the fact that the 
caller had an accurate guest list: Mr and Mrs. Dawson, Mr. and Mrs. Young, 
Mr. Ed Hunt and several others. I telephoned either Mr. Windham or Mr. Jacobs 
and the matter of the reported “grab” was treated as a joke. I told the news 
paperman that I couldn't conceive of Mr. Jacobs wanting to go into the Lustron 
operation since it would require considerable capital and since the Reconstruc 
tion Finance Corporation had made the decision that the whole project was one 
in Which no more Federal loan aid should be expended. 

I was, however, worried about the matter, and, as I look back now, I feel that 
my changed feeling was reflected in my attitude toward Messrs. Jacobs, Young, 
et al. In any case, shortly thereafter it became apparent that my old “friends 
had cooled in their regard to me, As you gentlemen will see by checking my 
diary, Whereas their calls were most frequent for the first year of my REC 
service, they suddenly stopped and | have seen or heard practic 
them in the past year. 

The revelation in the recent Fulbright committee report that you have ;: 
initial draft of Mr. Jacobs’ survey report, indicating that he had an id 


aily nothing from 


t ts 
somehow turning Lustron control over to Messrs. Young, Haggerty, and un 
was a complete surprise to me. Tied in with the visit of the newspapet 
ind the mention of stock transfers in Mr. Jacobs’ final p it does see 
indicate an interest on his part beyond that which I assmned 

Regarding the statement of Mr. Roy Fruehauf of his two meetings with me on 
February 16, 1950, and his contention that my attitude changed betwe said 
meetings, I have this to say: 

Mr. Fruehaut first called to tell me that he had a plan to continue the Lustror 
operation. I stated that was excellent and that | would support any such plan 


that was carried out with private financing and without additional REC ¢ 
commitments. Mr. Fruehauf said he thought his plan would be acceptable 
I know the Fruehauf Co. has a financially responsible organization. It 


Is quite 


likely that I was pleased at the idea that they were willing to take definite action 
without any RFC money to keep Lustron going, recover the S38 million dollars 


owed them for trailers built for Lustron and, incidentally, provide a possibility 
of repaying the RFC loan. In any case, I told Mr. Fruehauf to return at 11:30 
because a Board meeting was scheduled and I did not at that moment have the 
time to go into the details of his proposal. 

In the second interview I discovered that Fruehauf had different ideas. He 
offered to become chairman of the Lustron board on a part-t me basis, providing 
the RFC would put what amounted to an additional $1,019,000 into Lustron and 
reset the loan maturities on a basis where Lustron would be excused from all 
interest payments unless they made a profit. 

I do not recall any scene of violence, but I do recall that the second meeting 
with Mr. Fruehauf indicated to me that this was but another proposition to 
continue the Lustron operation at the taxpayers’ expense. I was undoubtedly 
very positive in stating that the RFC had no interest in the further pumping 
of Government cash into the corporation. 

I believe the committee should realize that in the testimony on the Lustron 
matter it has so far heard from two gentlemen who, without questioning their 
basic motives, unquestionably have a natural hostility toward the RFC. Mr. 
Strandlund is angry because his company closed. Mr. Fruehauf is similarly dis- 
appointed because of a $3-million-dollar involvement of his company in the Lus 
tron closing. It is not unnatural that both of them would resent the activities 
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of any Federal official whom they consider participated in denying further 
Federal cash. 

Again, I wish to emphasize that I have never known or met Mr. Joseph Rosen- 
baum and did not know until this committee began its hearings, that he had any 
interest in the Fruehauf matter. Neither did I know that Mr. Rex Jacobs was 
involved with either Mr. Fruehauf or Mr. Rosenbaum. My office records, as the 
committee has pointed out, show that I had luncheon with Mr. Windham and 
Mr. Jacobs on the day in question. I do not remember what we discussed, but it 
seems quite likely that since Mr. Jacobs had been interested in the Lustron matter 
and since he knows Mr. Fruehauf I might have told him of my personal rejection 
of the Fruehauf proposition. 

A second loan which has been much discussed before your committee and in 
which I have been shocked at what seems a betrayal of the trust I put in those 
I regarded as friendly, was that to the Kaiser-Frazer Corp. 

In general, let me say this: I have favored the Kaiser-Frazer loans from the 
beginning. I still think they were good loans. I would vote for them again. 

Involved in these loans were the welfare of some 50,000 people, including stock- 
holders, employees, dealers, and their dependents. This company represents an 
important segment of the independent companies fighting for a part of the national 
auto industry. Although I think the auto industry is an example of American 
“big business” at its best, I also think the national welfare is served by as much 
independent competition to the so-called Big Three as possible. 

The Kaiser-Frazer loans were excessively well secured. The terms of the loan 
were strict and the margin of possible danger to the Government's investment 
was reduced to a minimum. Regardless of whether Kaiser-Frazer remains in 
the automobile business, or switches to defense, or closes altogether, I am con- 
tident that every cent of the Government loans will be repaid. 

However, the implications brought out in connection with this loan have gone 
far beyond its essential soundness. I have reference in particular to the claims 
that Mr. Bevan, according to some testimony, sought to indicate that he had 
influence with me which would be worth the attention of Kaiser-Fraser, and 
that Mr. Young and Mr. Jacobs interested themselves in the matter, allegedly 
in behalf of the law firm of which Mr. William Boyle is a partner, 

In regard to Mr. Bevan, he did contact me in his capacity as a lawyer in 
regard to certain property titles which he was engaged to certify as a part of 
the loan formality. I do not recall ever discussing with Mr. Bevan the wisdom 
of the Kaiser-Frazer loan or the conditions thereof. Certainly, Mr. Bevan knows 
he would have no influence with me on such matters. 

I did discuss the Kaiser-Frazer loan with Mr. Jacobs and Mr. Young. Again 
I regarded their interest as solely that of men with a concern in the well-being 
of the RFC. Neither ever recommended any specific action in regard to the 
loan, or showed any personal interest. 

The distressingly late development in the matter is in regard to the December 
1949 visit of Mr. Jacobs to the Kaiser-Frazer plant and his statement, on your 
witness stand, that he went there at my request to deliver a message to Mr. 
Edgar Kaiser. This I flatly deny. The absurdity of it will, I believe, be made 
clear herein. 

On December 7, 1949, Mr. Bruce Wood, a Kaiser-Frazer official, visited my 
office. He brought a prepared statement involving a request that Kaiser-Fraser 
be allowed to use some $22,000,000 of loan cash to retool production lines for 
new models. In an initial paragraph, the statement said the RFC Board had 
agreed to allow Kaiser to use such funds as working capital to pay, among other 
things, for retooling. I refused to read any further in the memorandum and 
bluntly criticized Mr. Wood for inserting a statement which, I believed, he knew 
to be untrue. I was very irritated and said so. I told Mr. Wood to take the 
statement away and redraft it. 

Your committee is in possession of a December 18 memo from Mr. Chad Cal- 
houn, of Kaiser-Frazer, explaining what subsequently happened—that Mr. Jacobs 
called on Edgar Kaiser, indicated he knew of my ‘quarrel’ with Mr. Wood, said 
the Kaiser loan was “snarled up” and allegedly suggested that Mr. Boyle be 
hired to straighten things out. This memo concludes with the observation of 
Mr. Calhoun that “it appears Dunham’s blow-up at Bruce Wood was all part 
of a plan to make us kick through to the so-called right parties.” 

You have also heard Mr. Jacobs’ explanation that he went to Edgar Kaiser at 
my request. 

If you gentlemen will check my diary you will see that, on numerous occasions, 
I talked on the telephone with Mr. Edgar Kaiser. If, as Mr. Jacobs claimed, I 
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had wanted Mr. Kaiser to remove Mr. Wood from the loan negotiations, I would 
have called him myself and said so. My secretary knew how to reach Mr. Kaiser 
and I will leave it to the judgment of you gentlemen whether, with a multi-mil- 
lion-dollar lean pending, Mr. Kaiser would have made himself unavoidable to an 
RFC Director trying to telephone him. 

Actually, the diary notes Mr. Wood’s visit of December 7. On December §, 
there is this notation: “Edgar Kaiser telephoned from Detroit while Mr. Dunham 
was in the Board room. Said he would call back later in the day but he did not.” 
This notation, it will be noted, was at the time when Mr. Jacobs contends I 
was seeking an intermediary to reach Edgar Kaiser. ‘There is no evidence that 
I tried to call Mr. Kaiser. 

There are no notations on December 8 or 9 from any of the principles in 
this matter. There is a notation 5 days after the dispute on December 12 that: 
“Mr. Rex Jacobs telephoned over EX O9SS while Mr. Dunham was at lunch 
Returned his call when he returned.” 

If Mr. Edgar Kaiser’s secretarial records are as good as my own, they will 
probably show whether Mr. Jacobs’ December 12 visit to the Kaiser-lrazer 
plant (described in the December 13 memo) occurred in the morning or after- 
noon and whether the appointment was made prior to my talking to Mr. Jacobs. 
[ cannot conceive any reason why I would have mentioned to Mr. Jacobs a 5-day- 
old dispute with Mr. Wood which had been all settled before the day in ques- 
tion. Hearing his testimony I am convinced, however, that he had heard of the 
dispute from someone (details of my conversation with Mr. Wood were known in 
the RFC) and that he made use of this piece of information as an indicator of 
his close relationship and, therefore, his influence with me. I repeat, however: 
I did not ask Mr. Jacobs to call on Mr. Kaiser, with whom I needed no inter- 
mediaries. 

I recall Mr. Kaiser’s subsequent question to me as to whether he needed to 
hire anyone special to do business with the RFC. I also recall my emphatic 
answer in the negative. 

In the matter of the Texmass loan, I had no contact at all with any of the 
gentlemen in question. Again, I may have discussed it with Mr. Jacobs or Mr. 
Young. At one stage in the proceedings, Mr. Bohannon, attorney for Texmass, 
said the question of whether they should hire someone from Washington to 


represent them on the loan had come up. I advised him that any such action 
would be foolish and probably fatal if it resulted in any political implication 
in a negotiation which then had none, 

The Texmass loan has been much criticized This tir the critics have 
point—events which have arisen make it apparent there is a greater element 
of risk than was evident at the inception. Again, however, without the bless 
ing of hindsight, I would vote as I originally did on this matter. 

Prior to the RFC entry into Texmass, two large insurance companies had 
considered it a good risk. Almost every matter which comes before the RFC 
is one to which normal credit facilities have been closed Naturally, the fact 
that two conservative insurance companies had deemed it worth the risk was 
an important consideration. I would also like to mention that, since the 
committee found it pertinent to note the “bad” character of background figures 
in the Mapes Hotel loan (which I voted against), the same rule should apply 
to the ‘Texmass loans. A list of the persons connected with the loans reads 
much like a blue book of Boston financial integrity and conservatism. 


In summary, I would like to state the following: 

Since coming to Washington, | am positive no one has succeeded in exerting 
any improper influence upon my decision on any RIC matter. TI now feel, how- 
ever, that some of the gentlemen with whom I became associated sought 
use me. It now also seems clear to me that they used their friendship with me, 
and possibly bits of information which they thereby picked up, to convince others 
that they could influence my decision. 

With reference to Donald Dawson, I must state that I can recall no instance 
where he sought to influence my judgment on an RFC loan As the diary in 
your possession shows, it is true that, although my phone calls and other con- 
tacts with Messrs. Jacobs, Windham, Young, and Dawson were most frequent 
for the first year of my tenure, they all ended simultaneously about a year ago. 
Since then my contacts with the gentlemen, individually, have been most casual 
and I have not seen them as a group. 

On numerous occasions, I received telephone calls from the Democratic 
National Committee, occasionally from Mr. Boyle, much more often from Mr. 
Grey Leslie, one of his assistants. All of these calls were along the same line— 
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would I see some individual who had come to them in connection with an RFC 
matter? My answer, of course, was always “yes.” In such cases I saw to it 
that the matters in question were given serious and expeditious attention. Some 
of the callers got what they wanted; some did not. The only obligation I felt 
Was imposed upon me by the calls was to send the visitors away satisfied that 
they had been given fair treatment. If this is influence, then it existed. 

The same applies to calls from the White House. I can only remember one 
specifically—a call from Mr. Dawson's office stating that a Mr. Major, whom 
it was said was a friend of the President’s, wanted to come over. I do not know 
what the conclusion of Mr. Major’s business was but I assume it was given 
attention 

Of course, there were many calls from Senators and Congressmen. None 
of them did I regard as evidence of pressure, or anything else improper. I made 
it a practice, as often as possible, to call the Congressmen lack if a matter the) 
had recommended to me ended favorably for the applicant. 1 felt that if they 
desired to indicate to a constituent that their intercession had helped him, that 
was their privilege. 

I wish to state, in general, that I feel any REC Directors will always be 
subject to criticism as long as the agency operates under present laws. By 
the very nature of things loans which come to the RF." are those for which 
capital is not available from regular channels. Therefore, any loan the agency 
makes must be subject to the criticism that “a good bank wouldn't make it.” 
If vou find an RFC loan against which that criticism cannot be leveled, then 
there is a different, but still logical, complaint: “Why should the Government 
be loaning in competition with banks*” 

There is, in my mind, considerable doubt as to whether there should be con 
tinued RFC loans—except those incidental to production—at a time when there 
is an assumed national defense effort to restrict credits. These, however, are 
matters to be decided by Congress and the Executive and administered in the 
future by REC Directors other than the undersigned. 

For my part, I informed Senator Fulbright last fall that I was desirous of 
quitting the RFC. I have notified the White House I would, under no conditions. 
remain in office after the expiration in June of my present appointment. I would 
have resigned long before this had I not feared possible criticism for “quitting 
under fire,” and I say now that | intend to resign as soon as the danger of such 
criticism is obviated. 

Warrer L. DUNHAM. 


MEMORANDUM FOR THE FILES 


Ke meeting in connection with Lustron Corp., Columbus, Ohio, held in my con 
ference room from 4:30 to 6:30 on Thursday, July 7 140, at which the 
rollowing were present: Messrs. Carl Strandlund, president of Lustron Corp., 
M. CC, Davies, assistant manager, Cleveland loan agency, Paul Boardiian 
Cleveland loan agency, L. L. Lewis, Richard C, Dyas, W. E, Willett (present 
during the first half of the discussion), and Chauncey Dodds (present during 
the last half of the meeting. ) 


This meeting was held at the request of Mr. Strandlund who asked that we 
delay seeking information regarding his company until after the completion o 
his August operations. He stated that at that time the plans, both in sales and 
production, would have developed to a point Where he could more accurately 
forecast the exact time and state of production that would be required to break 
even as to profits and other pertinent information essential to the RFC if we 
were to continue to loan him money. The RFC'’s objection to further delay 
arose from the fact that the Lustron Corp. would require at least $3 million 
to carry them through their August operations and we felt that, in spite of the 
fact that later information might be more accurate, we should immediately 
attack the problems of reducing expenses and increasing production and 
efficiency. Our conviction is that this company has a very top-heavy organiza 
tion of men drawing upward of $10,000 per year. These men consist of too 
hizh a proportion of sales executives, too high a proportion of financial execu 
tives, excessing engineering talent, and a top-heavy organization of administra- 
tive vice presidents and assistants. There should be immediately a drastic cut 
in this type of expenditure, together with an elimination of publicity personne! 
costing presently about $70,000 per year, advertising, legal fees, and engineering, 
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and that immediate attention should be given to the changing by cancellation or 
otherwise the contract that is costing the company a terrific amount of money 
for the movement of the houses from the factory to their destination. An 
analysis also shows that it is costing the company about $500 a house in exces 
sive building costs under a contract by which the cost of erection is guaranteed 
to be not in excess of a certain amount. It was also explained that still further 
economies be carried out in the factory as our analysis revealed an improvement 
only and left plenty of room for expeditiously saving significant subs of money 
by raising the standard of work requirements in the plant. 

Mr. Strandlund’s attitude during this meeting was one of defense and he 
maintained that he had done a magnificent job in developing this company to 
its present standards. Furthermore, he questioned whether it was possible to 
do certain of the things that we suggested in the interests of economy, or whethet 
they would amount to a significant volume of savings. Mr. Strandlund was 
asked whether he would be willing to reduce his own salary and his answer was 
“No.” He was asked if he thought it would be in the interests of economy to close 
the plant temporarily in view of the fact that he had in his yard at the present 
time about 200 houses on which they have no shipping instructions. His answer 
was “No.” He was asked if he would agree to allow a committee of representa 
tives appointed by the Board of the RFC to go into his plant with a view of 
analyzing his situation and with authority to make such changes as appeared 
sensible in the light of our drive toward economy, and his answer was “No 
He stated that he thought the management of this plant belonged in his hands 
ond in the hands of his board of directors and that it should remain there. He 
was asked if he was willing to have a representative of the REC approve each 
commitment prior to having it made and he said he thought that might slow 
up his operations and he would object to that requirement. He was then re 
quested to review our reduction-in-expense plan that had been presented and to 
report back to the RFC as to what, if any, of these economies he could put inte 
operation and the volume of dollar savings that would result from such decisions 
He promised to do this not later than Tuesday, July 12, and at that point the 
meeting adjourned. 

Mr. Strandlund, during the meeting, intimated that he had powerful friends 
within the administration and in Congress. He said he thought that the RFC, 
Congress, and the administration had a moral commitment to him to carry 
this obligation regardless of expense until its complete success had been estab 
lished. I regard this attitude as distinctly dangerous to a promotional type of 
man, Which I believe Mr. Strandlund to be. 

Warren L. DuNHAM, Director. 

Senator Frear. Is this Mrs. Smoot, the one you mentioned 

Mr. Dunuam. Mrs. Smoot is my secretary. 

Senator Frear. The one who had been there through previous 
administrations ¢ 

Mr. Dunnam. That is right. 

I ap preciate this opportunity to put down in my own words my 
version of the matters which have attracted the interest of your 
Banking and Currency Subcommittee investigating the REC 

I will do my best to be brief for you from the beginning of thi 
story of my experiences as a Federal oflicial. 

Looking at it in retrospect, I am afraid that it stands as a sad 
history of a businessman so naive and uninformed as to assume that 
the experiences of a private banker over 30 years were sufficient to 
understand and cope with the political atmosphe re of Washington. 

It was in January of 1948, more than a year before my appoint 
ment, that Mr. Cy Bevan, then the Democratic national committee- 
man from Michigan, suggested to me that I might become an RFC 
director. I learned subsequently that my name had previously been 
discussed in Washington. 

Senator Dovenias. Mr. Dunham, may I ask: Who had discussed 
your name in Washington that you know ? 

Mr. Dunuam. I am uninformed as to that. 








1312 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Senator Dovetas. Who told you that your name had _ been 
discussed ? 

Mr. Dunnam. Mr. Bevan. 

Senator Doveias. Anyone else? 

Mr. Dunnam. Not that I remember, sir. 

Senator Dovucias. And you don’t know who had discussed it ? 

Mr. Dunnam. No, sir; no, sir. 

‘The question has been raised as to why I, a life-long Republican, 
should have been chosen. There was never any doubt in my mind 
as to the reason. It was made clear to me that the administration 
wanted (a) a Detroiter, and (b) a man definitely not associated 
with what the President regarded as “big business.” Nothing was 
ever said as to whether I should bea “oood” Re publican or a “tame” 
Republican. The only interest evidenced was in my Sinan in 
finance, which I found had alre: dy been checked, and in the reiterated 
question as to whether I had ever been connected with big business, 
direct ly or indirect ly. 

Shortly after my appointment was announced, I believe in Febru- 
ary 1949, a friend in the banking fr: aternity 

Senator Dovugias. Who was that friend, Mr. Dunham? 

Mr. Dunnam. Arthur Fushman. 

Senator Dovetas. Who was he? 

Mr. Dunnam. He was a former executive of the RFC and is now 
vice president of the Manufacturers National Bank of Detroit. 
|Continuing:| in Detroit invited me to luncheon to meet a Mr. 
James Windham, who had apparently sought an introduction—not 
apparently; it is true. 

Mr. Windham, I learned, was a vice president of the F. L. Jacobs 
Co., and a former RFC official. I was most interested in his general 
area on RFC history and operations, and on life in general 

1 Washineton. 

Senator Dovcras. Mr. Dunham, this general conversation intrigues 
us a bit. What were the observations which Mr. Windham had on 
REC history and operations? 

Mr. Dunnam. Well, I was completely uninformed as to the type 
of oflice the ‘vy were running, the type of services the ‘y were doing 

Senator Doveras. Did Mr. Windham mention the name of Don: ild 
Dawson ? 

Mr. Dr NHAM, Well, now, I have ho recollection of Mr. Windham 
at that time ever mentioning the name of Donald Dawson. 

Senator Doucnias. Did he mention the name of Merl Young? 

Mr. Dunnam. No, sir: of that Iam sure. 

Senator Dovucias. Did he mention the name of George Allen ? 

Mr. Dunnam. He may have done that, sir, because one of the things 
I wanted was a place to live and I think he told me that George Allen 
might help me. 

Senator Dovernas. But he did not mention the names of either 
Dawson or Young? 

Mr. Dunnam. That is my recollection, that he did not mention 
those names. 

Senator Dovuetas. All right. 

Senator Bennerr. May Lask a question, Mr. Dunham ? 

Mr. Dunnam. Certainly. 
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Senator Bennetrr. With what banking organization had you been 
connected previously in Detroit. or were you connected with any 
banking organization at the time you were approached to take this 
job? 

Mr. Dunnam. Answering those questions in order: In 1910—well, 
1911, I became associated with the Highland Park State Bank. then 
controlled and owned, the control was owned by Senator Couzens, a 
United States Senator. I worked for him for 8 years. It started m« 
on a banking career that ended in my presidency of the Detroit Say 
ings Bank in Detroit. I occupied that position during the bank 
holiday and the crisis that was incident to that holiday. We managed 
to pull our bank through. We survived, and it is today one of the 
good banks of Detroit. 

In the interim, between the ends of that experience, I occupied posi- 
tions in the Dime Savings Bank. In 1918 I went there and I think 
it is the only position that I ever had in which I was unhappy, but 
I stayed there for 5 years and then was invited to go to the First 
National Bank. I staved there for 4 years, and became president of 
the Detroit Savings Bank. I was there 7 years. After the leveling 
off after the experiences of the bank holiday, I decided that bankin; 
was no business for me and I resigned. 

I think that that ends my banking experience. 

Then I went into a consulting business, a business of industrial and 
financial consulting. I madea living at that. 

Senator Bennerr. During that period when you were acting as 
consultant, had you had any contact, on behalf of borrowers, wit! 
the R ¢ t 6 


Mr. Dunuam. I only remember one incident in which I prepared 
some papers for presentation to the REC. I myself hav o recolle 
tion of ever going to the RFC about a loan. These papers I prepared 
did not develop into a loan or even into an appl catio 30 [ think 1 


can be said that I had no connection. 

Senator Frear. That would mean with the Detroit a 
as the RFC in Washineton ? 

Mr. Dunnam. That would mean with the Detroit agency: noth 
with the Washington end of the business at all. 

Senator Bennerr. Thank you. 

Through Mr. Windham I met Mr. Rex Jacobs. 

Senator Dovueias. Did Mr. Windham tell you anythin 
Jacobs ? 

Mr. DUNHAM. I have no recollection of any particular comment 
that was made regarding Mr. Jacobs. At that time he was an RF¢ 
borrower, Senator. 

Senator Dovéras. Did Mr. Windham say that Mr. Jacobs was 
influential in RFC matters? 

Mr. Dunuam. I have no recollection of his emphasizing that. Mr. 
Jacobs has testified that he has known me “casually” for 25 years. This 
could have been. He stated that he banked at the Detroit bank when 
I was its president. If that is the case, he may have talked to me as 
did thousands of other depositors, but I do not recall his making any 
impression until he was introduced by Mr. Windham. 

Senator Doveias. When you met Mr. Jacobs through the introduc- 
tion of Mr. Windham, this seemed to be to you for the first time. 

Mr. Dunnam. That is right, definitely. 
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Upon my arrival in Washington, I went through Mr. Donald Daw- 
son to meet the President. 

Senator Dovugias. Who sent you to Dawson ? 

Mr. Dunuam. Mr. Dawson is the only man I have talked to regard- 
ing my employment outside of Detroit, and Mr. Dawson instructed me 
to go to the northwest corner of the White House and ask for Mr.—— 

Senator Dovgias. Then you had known Mr. Dawson before you met 
Mr. Windham. 

Mr. Dunnam. Only over the telephone. 

Senator Doueias. Only over the telephone. 

Mr. Dunuam. I never had seen him. In fact, I made the terrific 
mistake of calling him Mr. Dickson, and 1 was embarrassed to death 
about it. 

Senator Bennerr. Was your first contact with Mr. Dawson—did he 
initiate the contact, did he call you to say, “Come to Washington and 
see me,” and so on, or did you initiate it ¢ 

Mr. Dunnam. Well, the President wanted to see me, and Mr. Daw- 
son called me up to tell me, I think it was April 16, 1949—1L948, that 
the President had wished to see me. 

Senator Doucias. You had not yet taken office / 

Mr. Dunnam. I had not even been nominated. My nomination had 
not been sent up. That was in 1948. 

Senator Doveias. What puzzles me was that in February 1949 you 
say, “Shortly after my appointment was announced.” 

Mr. Dunnam. I corrected that to 1948. It was 1948 that I saw the 
President, April of 1948, and that is the first time I saw Mr. Dawson. 

Senator Carenarr. This is before you were appointed ¢ 

Mr. Dunnam. Yes, sir. 

Senator Doucias. Now we are nearly down toward the bottom of 
page 1: “Upon my arrival in Washington”—is this your arrival in 
1948 or your arrival—— 

Mr. Dunnam. That is my arrival, sir, I am sorry I did not make 
that plain, but that was the arrival in 1948. 

Senator Dovetas. So that this description now precedes—— 

Mr. Dunnam. My appointment. 

Senator Dove as. It precedes } your discussion of the two prec eding 
paragraphs. 

Mr. Dunnam. Yes, sir; that is perfectly true. 

Senator Bennetr. For my information, when were you nominated ¢ 

Mr. Dunnam. The record you have here will show that. 

Senator Carenarr. April 1948 / 

Mr. Dunnam. No, sir. It is in the first page—— 

Senator Bennerr. Also, when did you actually take office / 

Mr. Dunnam. That is there, too. The first page of my office record 
says: 


The following appears in the digest of the Congressional Record of February 
eaeste 


it does not say the year, does it—1949, 


RFC nomination, the Committee on Banking and Currency, subcommittee of 
RFC in executive session agreed to report favorably to the full committee the 
nomination of Walter E. Dunham of Michigan. 


Senator Bennett. So that is 1949, which ties back to approximately 
the time you met Mr. Windham, which is stated in your statement. 
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Mr. Dunnam. Just before that. 

Senator Doveias. But the paragraph you are now reading refers 
to April 1948 ¢ 

Mr. Dunnam. That is right, sir. I am sorry I did not make that 
plain. 

Upon my arrival in Washington for the first time, I went to Mr. 
Donald Dawson to meet the President. After my appointment—and 
that means with the President, after my appointment with the Pres: 
dent—Mr. Dawson told me 

Senator DoveLas. That is not your appointment to the REC, but 
your conversation. 

Mr. Dunuam. That is right. 

Senator Caren ART. This is before vou were appointed to the REC i 

Mr. Dunnam. That is right—Mr. Dawson told me that top per 
sonnel matters at the RFC should be cleared through the White 
House. Now he may have, in all fairness, said the Democratic Na 
tional Committeemen. I think he said the White House. 

Senator Careuarr. So the inference was that all personnel of the 
RFC must be cleared by the Democratic Party ¢ 

Senator DovucLas. Now wait a minute. 

Mr. Dunuam. No: I do not think that inference is there at all. 1 
think the top personnel—he Was a top personne! man and he was 
telling me that all top personnel was cleared through his office. 

Senator Carenartr. His office ¢ 

Mr. Dunnam. Yes, sir. 

Senator Carpenarr. What did you take that to mean / 

Mr. Dunuam. I took that to mean just what he said; that all top 
personnel had to be approved or cleared through his office. 

Senator Doucias. Though he was not longer connected with the 
RFC himself / 

Mr. Dunnam. That is right. 

Senator Carenarr. And what did you understand him to mean by 
“top personnel” ¢ 

Mr. Dunnam. I meant that, sir, to mean this: that officials 

Senator Carenarr. You mean managers, secretaries—— 

Mr. DunuaAmM. Managers, directors, secretaries, clerks. 

Senator Capenart. Managers of the field office / 

Mr. Dunnam. Nothing to do with clerks or stenographers or people 
of that type. 

Senator Carenarr. Could we put it on this basis, those getting more 
than $6,000 a year? 

Mr. Dunuam. I do not think there was any distinction made as to 
salaries. 

Senator Carenarr. According to your interpretation it meant man- 
agers of all field offices ? 

Mr. Dunnam. Yes. 

Senator Capenartr. Examiners? 

Mr. Dunnam. Yes. 

Senator Caprnart. And secretaries to the Board / 

Mr. Dunnam. I do not know, Senator, that I even want to include 
examiners. Top personnel meant very little to me at the time it was 
said. Afterward it meant to me people who were in the higher 
echelons of authority. 

Senator Douetas. Mr. Dunham— 
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Senator Frear. That had no relation as to whether there was civil- 
service status or not. 

Mr. Dunnam. Nothing was mentioned about civil service. 

Senator Dovucias. Mr. Dunham, recently Mr. Arthur Merritt has 
been made General Manager of the RFC and Mr. Donald Smith, 
Assistant General Manager. Were those appointments cleared with 
Mr. Dawson? 

Mr. Dunnam. I do not know, Senator; I do not know. 

Senator Carenarr. Were they cleared with you! 

Mr. Dunuam. I approved those appointments. 

Senator Caprenartr. Had you talked with Mr. Dawson about them 4 

Mr. Dunnam. No, sir; I didnot. I think the full responsibility for 
those appointments has got to rest with the majority of the mem- 
bers of that Board, who are Democrats. 

Senator CarpeHartr. You voted for them? 

Mr. Dunuam. Yes, sir. 

Senator Carenart. Did the Board vote officially upon them? 

Mr. Dunnam. Yes; I think the Board voted officially upon those 
appointments. 

Senator CapenArt. How did you vote ? 

Mr. Dunnam. I think I agreed with the majority. 

Senator Bennett. Those appointments were made since you became 
a member of the Board ? 

Mr. Dunnam. They were made quite recently, oh, yes. 

Senator Benner. The record will show that without our bothering 
you. 

Mr. Dunnam. After my appointme nt, Mr. Dawson told me that top 
personnel matters of the RFC should be cleared through the White 
House. Because he was the only White House official I knew, I 
assumed that meant that such matters should be cleared through him. 

Senator Douctas. Did you clear such matters ? 

Mr. Dunnam. As a matter of fact, Senator, I never handled top 
personnel matters. 

Senator Doveias. Who did handle them? 

Mr. Dunnam. It was the personnel department. Mr. Donald Smith 
was in charge of that department. He succeeded Mr. Dawson, who 
was formerly in charge of that. 

Senator Doucias. So would Smith call Dawson directly or would 
he operate through the Chairman ? 

Mr. Dunnam. I do not know how—— 

Senator Dovucias. You never called Mr. Dawson personally ? 

Mr. Dunnam. I never called Mr. Dawson on personnel matters; no, 
sir. I have no recollection of ever having called him; no, sir. 

Mr. Dawson introduced me 

Senator Dovetas. Just a minute. You have not read the preceding 
sentence. 

Mr. Dunnam. As will be noted later, I subsequently contacted him 
on other matters. 

Senator Doveras. You did not contact him on personnel matters, 
but you did contact him on other matters? 

Mr. Dunnam. On other matters; yes, sir. 

Senator Doves. What other matters? 

Mr. Dunnam. Oh, this is the type of thing I am talking about. In 
the early stages of my association, it was quite clearly stated that one 
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of the great problems in Washington was to get proper executives to 
do jobs. I was asked by Mr. Dawson to submit names if I had any 
suggestions to make. 

Senator Carenart. That is a personnel matter. You testified just 
a minute ago you had nothing to do with. 

Mr. Dunnam. RFC personnel matter. This was just a general 
picture. It had nothing to do with RFC at all. 

Seantor Carenart. Oh. 

Senator Douctas. In other words, you contacted him on personnel 
matters not connected with RFC. 

Mr. Dunnam. Yes, on two occasions; and that is why I ‘want to 
explain it. 

At one time I took Mr. Ed Hunt over there. 

Senator Dovenas. ‘That comes up later in your testimony. 

Mr. Dunnam. That was on a personnel matter. 

At another time I took Mr. Charlie Sorenson over there. I felt 
both of those men had quite a contribution that they could make to 
the Government if they were so disposed. 

Senator Bennerr. Does Sorenson come up later in the testimony / 

Mr. Dunnam. I do not think Sorenson is in the testimony at all. 

Senator Dovetas. He is the production man for Ford 4 

Mr. Dunnam. Yes. I have known him for 40 or 50 years, and 
Charlie is a good friend and I took him over to meet Mr. Dawson 
in the belief that he might be of service. ‘There were no details in my 
mind, I do not think any in his, and I do not know that Mr. Sorenson 
even realized what was being done. 

His interest developed when he was in India, of all places. 

Senator Carenarr. Mr. Dunham, ts it not a fact that you and the 
other Directors were handicapped through interference on the part 
of Dawson and others ¢ 

Mr. Dunnam. I was never handicapped by the interference of 
Dawson or any others. The facts are, gentlemen, that if a « 
handicapped by the interference of anybody he should not be a direc 
tor. You can get down to that. I do not care what influence 
Washington or anywhere else, 1 think—— 

Senator Carenarr. Here you are an experienced businessman. 

Mr. Dunnam. Yes, sir. 

Senator Carrenarr. And before you were appointed you went to 
the White House and saw the President and Mr. Dawson. 

Mr. Dunnam. Yes, sir. 

Senator Capenartr. Mr. Dawson said to you—I guess he said it to 
you, and he wanted you to distinctly understand it before you became 
a Director—that all top personnel matters must be handled through 
him or through the White House. Why did you agree to that? Did 
you not know that the RFC at that time was an independent agency 
and that Dawson had no more right to say that to you than any private 
citizen ¢ 

Mr. Dunnam. I took that to mean, and I think that Mr. Dawson 
meant such appointments that were subject to Presidential approval. 
I do not think he intended to convey —— 

Senator Capenart. The only ones over there subject to Presidential 
approval are the Directors. 

Mr. Dunuam. That is right. 
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Senator Carenart. So he could not have meant that, because you 
had nothing to do with the Board of Directors. 

Mr. Dunnam. One of the questions involved in my employment was 
whether I could work in harmony with the Democratic Party. 

Senator Carrnarr. Did they ask you point blank if you thought you 
could work in harmony with the Democratic Party 

Mr. Dunnam. That is right. 

Senator Carenarr. And you told them you could ¢ 

Mr. Dunnam. I told them I could work in harmony with anybody. 

Senator- Carenart. How could you have said that. knowing that 
RFC was an independent agency, knowing it was a bipartisan board, 
and knowing that they had no more right to make that statement to 
you than any other citizen in the United States / 

Mr. Dunuam. I do not know that they had no right to make that 
statement to me, Senator. 

Senator Carenarr. They have no more right—— 

Mr. Dunnam. I think if I went in there and decided things on 
political issues, or took political positions on decisions, that I would 
be a great detriment to the RFC. 

Senator Caprnart. What they were saying to you was, “We are 
going to run RFC, Ww ill you agree to it? We are going to appoint 
all of your high top personnel and we are going to run it, and you are 
going to cooperate with the Democratic Party. If vou do not think 
you can, then we will not appoint you.” Is not that what it means? 

Mr. Dunnam. I did not gather that; no, sir. 

Senator Carruart. What did vou gather ¢ 

Mr. Dunnam. I gathered this: That I was told the rules, and the 
rules were that top personnel came through in that way for approval. 

Senator Carvenarr. And that you must cooperate with the Demo- 
cratic Party ¢ 

Mr. Dunnam. The word “must” was never used. 

Senator Capenart. You said “must” a minute ago. 

Mr. Dunnam. No: I was asked if I could work in harmony, being 
a Republican—— 

Senator Carprmarr. What did you understand “work in harmony” 
to mean at that time? 

Mr. Dunuam. Not to use miyv position to promote the interests of 
any party. 

Senator Carenarr. Except the Democratic Party? That has to be 
the inference. 

Mr. Dunnam. I will not put those words- 

Senator Carenarr. I am not criticizing you particularly, but that 
has to be the inference, and I think that was the policy in the RFC. 

Mr. Dunnam. I may be naive, but I did not draw that inference. 
I was supposed 

Senator Carenarr. I think the record, later proves that you did 
cooperate W ith them. 

Mr. Dunnam. That is right. 

Senator Carenarr. If you told them that you would, you should 

ave kept your word. 

“Mp. Dunnam. I did; indeed I did. 

S nator Carenarr. | think the record proves that you did. 
Mr. Dunnam. Indeed I did. 
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Senator Carrnart. I think the record proves that you did keep your 
word, to work in harmony or to cooperate. 

Mr. Dunnam. That is right: work in harmony and cooperate, both. 

Senator Bennerr. At least, Mr. Dunham, it is reasonable. from 
your own record, to tell this committee that you did not attempt to 
promote the political interests of any member of the Republican 
Party. 

Mr. Dunuam. That is true. 

Now one of the things that I first announced in Detroit before | 
ever came to Washington, someone said, “What is your comment 7” 

And I said. “I am going down there not to reward friends or pun- 
ish enemies.” That is what I did. 

Senator Frear. Mr. Dunham, do you know when Mr. Donald Smith 
became Personnel Director of the REC ¢ 

Mr. Dunnam. No, sir. 

Do you know. Mrs. Smoot / 

Mrs. Smoor. I think some time in the early part of 1949, Senator. 

Senator rear. Inthe early part of 19494 

Mrs. Smoor. I would think so. 

Senator Frear. Then there was a Personnel Director of RFC be 
tween Mr. Donald Dawson and Mr. Smith ? 

Mrs. Smoor. Yes, Frank Elliott. 

Mr. Dunnam. Mr. Dawson introduced me to Mr. Willett. a fellow 
Director, stating that the White House had great confidence in Mr. 
Willett. who had come up through the ranks of the RFC, and that I 
would find Mr. Willett’s help valuable in becoming acqui ainted with 
my new duties. 

Senator Dovenias. Mr. Dunham. at this time Mr. Hise was the 
Chairman of the REC. 

Mr. Dunnam. Yes, sir. 

Senator Dove ras. Did you think it was curious that Mr. Dawson 
should put you in contact not with the Chairman but with a subordi- 
hate member of the RFC and single him out as a man in whom the 
White House had confidence ? 

Mr. Dunuam. My first introduction was to Mr. Willett, and it 
was explained to me that there was an ill feeling between Mr. Dawson 
and Mr. Hise. 

Senator Dovucias. But not between Mr. Dawson and Mr. Willett 

Mr. Dunnam. That is right. 

Senator Doveias. Was it intimated then that you should play ball 
with Willett rather than with Hise ¢ 

Mr. Dunnam. No, sir; I would not play ball with anybody. 

Senator Dovenas. But that you should play ball w ith Willet 

Mr. Dunnam. No. 

Senator Doucnias. Or that Mr. Willett was a man in whom M: 
Dawson had confidence ? 

Mr. Dunnam. I stated it exactly as I recollected. I was introduced 
to him and I was told that he might help me in my 

Senator Dovagias. What was said about the bad feeling betwee 
Hise and Dawson ? 

Mr. Dunuam. Nothing, except that it existed. 

Senator Carenarr. Who told you that—Mr. Dawson ? 

Mr. Dunnam. I cannot say at this testimony whether Mr. Dawson 


or Mr. Willett told me that. 
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Senator Carrnarr. Either Mr. Dawson or Mr. Willett told you? 

Mr. Dunnam. Either Mr. Dawson or Mr. Willett. 

Senator Carenartr. Told you that there was bad feeling between 
Hise and Willett? 

Mr. Dunnam. That is right, sir—I mean between Hise and Dawson. 

Senator CapenArr. Hise and Dawson ? 

Mr. Dunnam. Yes, not Willett. 

Senator Doveras. But that Willett worked closely with the White 
House ? 

one Dunnam. And I was told that Mr. Willett—they had confidence 

1 Mr. Willett. 

Senator Doucetas. Was it not the clear implication then that you 
should associate yourself with Mr. Willett rather than with Mr. 
Hise ? 

Mr. Dunnam. You can put into that any implication that seems 
important. No; I took it that I was to work with the Board and 
probably did, as a matter of fact, feel that my association would be 
more welcome with Mr. Willett than Mr. Hise. 

Senator Dovetas. But your association with Mr. Hise would prob- 
ably be unwelcome ? 

Mr. Dunnam. Well, it did not prove to be, and I did not anticipate 
any such thing. 

Senator Capenarr. In other words, before you took your seat as 

Director, Mr. Dawson inflamed you, or tried to, against Mr. Hise? 

Mr. Dunuam. No. 

Senator Capenart. That is what it amounts to. 

Mr. Dunnam. No: I was not inflamed against anybody. 

Senator Bennerr. Would you say warned ? 

Mr. Dunnam. Well, I don’t know that the word “warned” is proper. 
[ just want to be perfectly fair. 

Senator Carenartr. Well, that you were prejudiced against Mr. 
Hise ? 

Mr. Dunnam. No. 

Senator CAPEHART. Before you took your seat, that you were preyu- 
diced against him ? 

Mr. Dunnam. No. I was not prejudiced against anyone. 

Senator CAPEHART. Why do you suppose Mr. Dawson told you that 
there was bad feeling between he and Mr. Hise? 

Mr. Duntam. I don’t know that he did. Mr. Willett or Mr. Daw- 
son told me that there was bad feeling between Mr. Dawson and Mr. 
Hise. 

Senator Carenartr. Why do you think they told you that? 

Mr. Dunnam. To explain, probably, why they did not tell me the 
same thing about Mr. Hise that they told me about Mr. Willett, 
although it is a fact that Mr. Willett has had a long experience in the 
RFC and perhaps I took it to mean that that was the reason. 

Senator Carpruarr. Didn’t it seem strange to you that before— 
here you are, a man with great experience who had been appointed 
as a Director of RFC, that a man like Dawson or Willett, either one, 
you don’t know which it was that told you, that Dawson, the assistant 
to the President, or Willett, another Director, would have indulged 
in such small conversation as to say : “Now, there is bad feeling here’’? 
In other words, before you got in the door polities started, did it not ? 
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Mr. Dunnam. Well, I was not too sure that that was not the rule. 
I am not acquainted with this atmosphere. I was feeling my way 
around and I was not prepared to say that anybody was right or wrong. 
I tried to go down the middle of the road. 

Senator Carrenart. In other words, they took you in, Mr. Dawson 
and Mr. Willett, they took you right into their companionship ? 

Mr. Dunnam. If that is your assumption—— 


Senator Capruarr. Well, it is yours. 
Senator Frear. Well, it 3 aa to say that Mr. Dawson would like 
very much for you to have a close personal relationship with Mr. 


Willett, as one me mie r of the Board ? 

Mr. Dunnam. I think that is a perfectly proper statement to make; 
yes, sir. 

I ought to stop every 3 minutes and femind you gentlemen that J 
have done nothing * Wrong. J do not want to do that. because J always 
grab my watch when a fellow comes up to me and says: “I am honest.” 
That is a sure sign that you had better watch your step. So I do not 
have to tel] you that. 

Now, you have all the records in the world on me. Go ahead and 
ask your questions. 

Senator Bennetr. I would just like again to keep the time pattern 
straight. This diseussion involving Mr. Dawson or Mr Wi illett or 
both happened in 1948 before you had actually become a Director ? 

Mr. Dunnam. No, sir. 

Senator Bennett. Then we must be very careful to keep these para- 
graphs straight. 

Mr. Dunnam. No; there was nothing said about the Board up until 
the time that my nomination was sent up and was before the Senate. 

As evidence of my naive attitude t tow: urd the situation, I moved 
to Washington before | was confirmed and it was during that time 
that I was told. 

Senator Bennett. This paragraph which refers to your appoint- 
ment with the President, your conversation with the President, really 


belongs up above the Statement — ‘e the naragraph which contains 
the date February 1949, and this paragraph concerning your intro- 
duction to Mr. Willett belones atter an paragraph ¢ 


Mr. Dunnam. Belongs in February of 1949; yes, sir. 

Senator Bennerr. It isa little difficult. It may not be too germane 
but I am anxious to keep it straight. 

Senator Carenarr. You understand, Mr. Dunham, that we are 
dealing with outside influence on the management of RFC. I th 
if you know of your own accord of circumstances, that you ¢ ould make 
a great contribution to the United States and good government and 
good management and the RFC itself. 

Mr. Dunuam. Reading my mind as it existed 2 years ago and as 
it exists today, I think I have outlived my usefulness with the RF¢ 

Senator Carenartr. Primarily because you came in here and it was 
your first Government position and the boys took you in? 

Mr. Dunnam. Somebody took me in, I guess. They were kind to 
me and—— 

Senator Bennett. May I straighten out my own thinking again? 

Senator Carenart. I think possibly those are the facts: They took 
you in. 


80585—51—pt. 83———-11 
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Mr. Dunnam. That is your conclusion. I am not prepared to dis 
pute it. 

Senator Carenarr. Well you just said a minute ago that somebody 
took you in. 

Mr. Dunnam. Well. that was a fellow that owned the house. 

Senator Bennertr. He was another one. 

Senator Carenartr. Well, the statement you just made a moment 
ago that somebody took you in did not have reference to— 

Mr. Dunnam. I want it understood that I was not taken in. This 
situation exists in Washington. I would rather have read my state- 
ment to you and you would understand better the way I operate an 
oflice. My door was always open. Anybody could come in. They 
hear a conversation, one end of a conversation, and it is with the 
X company of Podunk, Alatka. They walk right out of my office, if 
it is the wrong person, and many a wrong person had access to me be- 
cause I never refus ed to see anybs “ly- aan 

Senator Frear. You had an open door? 

Mr. Dunnam. I had an open door. | never refused to see anybody 


on any subject. They wo uld walk right out of my office and call 
this firm in Podunk and say: “Now, you are in a mess with the RFC 
and I think I can straighten the whole thing out for you.” That is 
influence that you Senators yourselves are subject to. People can 
come in your office and talk to you on a subject and while they are 
there you Call answer t hie » phone, and someone will vO OU Ul | SAV: 
“IT persuaded the Senator to vote this way. You voted your honest 


convictions and yet you are subject to the type of attack that will 
occur in circles that are fraught with the type of influence you have 
in Washington. 

Senator Frear. And the statement you made about being taken in 


you would not want to say you were taken over, would you 

Mr. DunHam. No. ft am not dumb. I have been in business all 
Ti\ life and l hope to soon be out of it. | h ive nevel been out of a 
position : | have never been clismissed from a position : | have never 
been unwanted in a position until this one. I feel now that I am 


uUnW anted. 
oer Carrenartr. But, Mr. Dunham, they had a conference with 
you efore vou were appointed, 

ir Dunnam. That is right. 

Senator Caprnarr. And they told you that all top personnel was to 
be cleared through the White ‘House. 

Mr. Dunnam. That is right. 

Senator Caremarr. And they also told you that you had to work 

harmony with the Democratic Party. 

Mr. Dunnam. That is right. 

Senator Bennerr. May I take up a second! I ami still trying to 
get the time pattern straight. That was April 1948. Then in Feb 
ruary 1948 

Senator Frear. Was that April 1948? 

Dunnam. No, sir. The time I was asked if I could work in 
harmony with the Democratic Party was in 1949, just before I was 
confirmed. 

Senator Bennetr. Your testimony previously was that when you 


came to see the President through Donald Dawson Was 1n April 
1948. 
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Mr. Dunnam. That is right, sir. . 

Senator Bennerr. And in that same paragraph— it is in this same 
paragraph in your statement where you say that all questions relating 
to top personnel should be cleared through the White House. Do 
you want us to understand that only—well, will you tell me what t that 
paragraph means, then, on which I have written the date of April 
1948 at your suggestion ¢ That is the seventh paragre iph from the 
top of the page, 

Mr. DunHam. You are talking about: “Upon my arrival in Wa 
ington I went, through Mr. Donald Dawson, to meet the P ee? 4 

Senator Benner. Phat is April 1948, you said. 

Mr. Dunuam. Yes. sir. After my appointment Mr. Dawson 
told me. 

Senator CArPEHART. After your ap pointe nt with the President 7 

Mr. Dunnam. No, sir: after Mly 2ppoin itment as an RFC Director. 

Senator Dovetas. a said ji ust the Oppos site. 

Mr. Dunnam. I said wrong. You are right. sir. I missed that 
lam SOrry. That does it: after Hy ap pointme it. 

Senator DouGnias. So that it is only the first sentence ot that para 
graph which refers to 1948 and the subsequent sentences refer to 1949 # 

Mr. DunuaAm. That is right, sit 

Senator Bennervr. So when you came back—and I hope you do 
not feel that 1 am trying to probe : L am trying to get my thinking 
clear—when you came back as an appointee to the Board of RI‘« 
you went again to the White House and there met Mr. Dawson, who 
told you this: and iat [ assume that on this occasion when you went 
the second time to the White House. vou there met Mr. Willett 
through Mr. Dawson 4 

Mr. Dunnam. No. Mr. Willett happened to be out of town, as 
I remember, when | went to the White House. and I met Mr. Willett 
when he returned to town a few days later. 

Senator Bennerr. Through Mr. Dawson / 

Mr. Dunuam. Through Mr. Dawson, but in the meantime I had 
no contact with the RIC because | had not vel been confirmed. I 
stayed out of the buildine,. I staved away from it. just as a matte 
of modesty, I cuess. 

Senator Frear. At this time. in that same paragraph, the second 
sentence, after * ‘My appointment to RFC.” which vou added : 

Mr. Dawson told me that top personnel matters of the REC should be cleared 
through the White House 
did you see the President at that time, Mr. Dunham, on that visit ? 

Dr. DuNuam. Iam not too clear about that. 

Senator Frear. Well, [ expect your diary might show that. 

Mr. Dunnam. Let me see if I can think of that. 

I saw the President I think I can state that I did not see the 
President on that day. 

Senator Frear. Well, the inference from your paragraph here 
would be that you did not see him. 

Mr. Dunnam. I think that is true. I think I ean state that 
definitely. 

Senator Douerias. Mr. Dunham, is it not fair to conclude from youl 
testimony that at the time of your appointment, either Mr. Willett 
Ol Mr. Dawson spoke to Vou of Mr. Hise in such a Way as to take 
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the chance of undermining the position of the Chairman of the RFC, 
implying that it was Willett rather than Hise with whom you should 
cooperate ¢ 

Mr. Dunnam. There have been a great many motives ascribed to 
people. I do not wish to ascribe a motive to what was said. I am 
telling you as best I can what was said. 

Senator Doveias. Was not the effect—my question does not concern 
motives: it conce rns the facts—would not that be the result, under- 
mining the positi on of the Chairman, if you were told that you should 
clear top personnel matters with the White House and there was a 
feeling of animus between Dawson and Hise? Would not the effect 
of that inevitably be to undermine the position of the Chairman? 

Mr. Dunnam. Well, let us say that it was not a thing of benefit to 
the RFC. 

Senator Doveras. But his mentioning this to you, did not that 
directly weaken the position of the Chairman, Mr. Hise? 

Mr. Dunnam. Not with me, no, sir; no, sir. I kept an open mind 
on that. Senator. 

Senator Doveuas. It is a fact, is it not, there was a split on the 
Board with Mr. Hise and Mr. Gunderson in one camp and you and 
Mr. Willett in the other: is that not true ? 

Mr. Dunuam. I was not in any camp. 

Senator, let me say this to you: There probably has never been a 
person on that Board that disagreed with his fellow members as 
much as I have. The records will show that. I asked the secretary 
one day whether it was cus stomary for other directors in the past to 
have disse nted so often on matters, and he said: “No, you are our prime 
dissenter.’ So I do not think I was 1! any camp, sir 

Senator Dovueias. Will you continue reading from your statement ? 

Mr. Dunnam. I find from a check of my diary that on March 25, 
1949, 4 days after my appointment, Mr. Windham called at my office 
with Mr. Merl Young. To my knowledge, this was our first meeting. 

Senator Bennerr. May I clear up another thing there? That was 
your oflice in RFC? 

Mr. Dunnam. In RFC. 

Senator Bennerr. Four days after you had taken oflice and not 
! days after you hi d been ap pointed 2 

Mr. Dunnam. Yes, sir; after I had taken office. 

L found soon after taking office that Mr. Dawson, Mr. Young. Mr. 
Windham, Mr. Jacobs, and Mr. Willett were all slose friends and 


that I was obviously regarded as a new member of 


thei r social group 
I knew that Mr. Jacobs was active in the Democratic Party and had 
some degree of White House entree. My im ae ssion was that the 
group was sole ly interested in the welfare of t Truman administra- 
tion and that any RFC interest they had was cise this line. 

When I assumed my duties, I felt that the best protection I could 
have would be to conduct my public life with the same open policy 
which led me, as a bank president, to have the doors removed from my 
private office. 

Senator Carenarr. Getting back here, and I am quoting from your 
statement: 

My impression was that the group was solely interested in the welfare of the 
Truman administration and that any RFC interest they had was along this line 
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In other words, to use the RFC—— 

Mr. Dunnam. I don’t think I said that very well. Do you want an 
explanation ? 

Senator Capenart. Well, let me read it again: 

My impression was that the group was solely interested 
You SAY “solely.” That means 100 percent— 
interested in the welfare of the Truman gdministrati 
interest they had was along this line 
meaning to be 100 percent solely in the interest of the Truman admin- 
istration. 


Mr. Dunnam. I mean that they were an indoctrinated po" litical 


group that did not intend to hurt the RFC but intended to protect, 
far as possible, the Truman administration. 

Senator Frear. Does that mean good government, sir? 

Mr. Dunnam. Well, it is a good deal according to the people \ 
are doing it. sir. It can mean good government and it can me bad 
government. You have a two-party system and they are responsible; 
there were three of them on the Board: and I intend Onve { t 
I thought their interest was a political interest but not to the detri- 
ment of the RFC. 

Senator Frear. Not to the detriment of RFC? 

Mr. Dunnam. That is right. 

Senator Frear. Do you feel that the interests of croup 
Truman administration meant food operation of the RF¢ whit 
would cast a favorable 1’ flection o the administrate or cdo ve hie 
purely politically ¢ 

Mr. Dunnam. I have never been in an ad sm 
poorly administered. 

Senator Frear. Then vou think it is purely p l? 

Mr. Dunnam. No. I don’t think it was pe I t t 
an unhappy selection of Directors, frankly. 

Senator Frear. Inefficient / 

Mr. Dunuwam. I think our contacts with Congr were bad: ] 


think our contacts with the public were bad. I 1 
understanding of our responsibilitv was never explored. 
Senator Capeneartr. Isn't it easv to understand when a Direct 


¥. 
fore he was appointed, as vou were, had to agree to cooperate V th { 
Democratic Party and had to agree to permit the White House to 
make his Corporation’s personnel appointments’ In my opinio 
any man who would agree to that would naturally b poor Director 
he started off on the wrong foot. He imme diately fave up any Ince 
pendence that he might have and said: “All right. you fellows v 

Mr. Dunnam. You are reading that into my statement, which I 
deny. 


Senator Carenarr. I am not reading it into your statement at all. 
That is what you say. 

Mr. Dunnam. I mean that I gave up my independence, Senator. 

Senator Carenarr. When you as a Director agreed to cooperate 
with the Democratic Party, and agreed that you would work in hat 
mony with them, and that you would permit them to name the per- 
sonnel, permit the White House to name the personnel, you did give 
up your independence, did you not, Mr. Dunham? Maybe at the time 


you did not think you were giving it up, and I am willing to give you 
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that benefit, that at the time you did not realize what you were doing, 
but that is what vou actually did and if all the other directors—and 
I do not know whether they did or did not—if they agreed to the same 
thing before they were appointed, then you naturally got a poor 
directorate. That is what we are trying to uncover in this hearing, is 
this outside influence on the part of people who have absolutely noth 
ing to do with it, interfering with the operation of REC. 

Mr. Dunnam. Do you think now that appointments that come 
through the RFC are not approved by the Democratic Party ? 

Senator Capenarr. I donot know. Iam of the Upression that they 
20 through the same procedure you cid and agree to the same things 
you did. 

Mr. Dunnam. You better ask the Chairman, because I don’t know. 

Senator Carenarr. I do not, either. I have not had him on the 
witness stand. But I would say—I do not know why they would 
single you out and say you must agree to these things and not have 
single d out the other Dire CcLOrs 

Mr. Dunnam. I do not feel I was singled out. I feel that they 
wanted to be sure that I was not such a rabid Republican that [ would 
knife the Democratic Party, and I think that is a fair proposition. 1 
think it is a fair question to ask me, Senator, and I do not want writ- 
ten into that question any subservience that I had to anybody. My 
record will never 

Senator Carenarr. I will give you my impression of I do not 
think you realized what you were doing. I think a sain group of 
men, Dawson and Young and Willett and Jacobs and Rosenbaum, 
were running the thing and that you did not realize what you were 
doing. You had never been in Washington before; you never held a 
public office; and those gentlemen just simply, before you took office 
and shortly after you took office, they set about to get you into their— 
and I will use the term “get you into their camp,” and as I say again 
I am going to be generous enough to say that you did not realize 
what you were doing, but it happe ned. My opinion is that it h: ippened 
to all the other Directors. I do not have any way of knowing it be 
cause there certainly has been no testimony about it. 

Mr. Dunnam. I think I am lacking entirely in political sagacity. 

Senator Carenartr. I do not think there is any question about that. 

Mr. ot, see I think I never have said “Yes” when I meant 
“No,” or I have never said “Maybe” when I meant “Yes.” I have 
never an anything but use words to express thoughts. I feel that 
any attempt to throttle my independent action at that first meeting. 
I would have immediately walked out of that office. I did not get 
the impression that that was done. 

Senator Frear. You had the record of being the prime dissenter. 

Mr. Dunnam. I have a record of being the prime dissenter. I 
oe your committee—they may have checked that; 1 don’t know. 

asked the question myself because I was so awfully—I found my- 
se ‘elf so often in disagreement. I said: “Has it happened before with 
other people?” 

Senator Doveras. I would like to remind the committee that we 
have spent almost an hour and covered only 1 page. 

Mr. Dunnam. Yes; I would like to read this statement, if you 
will permit me, gentlemen. 

Senator Dovetas. I would suggest that what we do, since the state- 
ment is now in the record, that members of the committee ask ques- 
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tions on pages in sequence, but not to have Mr. Dunham reread that. 
It would save time. 

Are there any questions on page 2, any further questions on this 
page ¢ 

Senator Carenart. Well, let us go through it just a minute, please. 

Mr. Dunuam. I just feel that the significance of this thing is too 
important to me, and I think it might save time—— 

Senator CaremArt: Let me ask you a question. On page 2 under 
No. 2: “Monitor every telephone call.” Does that mean you had a 
recording machine that took down every telephone eall ? 

Mr. Dunnam. No. A personal monitor; I mean my secretary 
tened in on every call. 

Senator Carenartr. Your secretary listened in on every call and 
she took it down in shorthand / 

Mr. Dunnam. That is right. 

Senator Carpenartr. And then wrote it up Does that apply to every 
call vou received from every Senator and every Congressman / 

Mr. Dunnam. Every Senator, every Congressman, every personal 
call. No personal calls came to me at all. No person il mail was ever 
opened by me. It was all opened by Mrs. Smoot. 

Senator Carenarr. And every telephone call you received, 
secretary was on another telephone é 

Mr. Dunuam. I am the only director that put—— 

Senator CareHarr. And she took down everything. Did you in 
form the people with whom you were talking that what they said was 
being taken down in the form of a record being made / 

Mr. Dunnam. No. 

Senator Cargnarr. You did not? 

Mr. Dunnam. No. 

Senator Carenart. Did you think that was fair to the people with 
whom you were talking? 

Mr. Dunnam. Perhaps I never thought of that. Perhaps it would 
have been fair. Mrs. Smoot tells me that that has been the practice 
for years in her oflice. 

Senator Carenarr. What other Directors did you serve ? 

Mrs. Smoor. Mr. Carroll B. Merriam from Topeka, Kans. He died 
in 1940. Then Mr. Charles P. Fisher, Jr., sueceeded him. Mr. Henry 
T. Bodman was next. 

Senator Capenart. And then Mr. Dunham ? 

Mrs. Smoor. Yes, sir. 

Senator Carenarr. But you did not inform the people with whom 
you were talking that someone else was listening and taking down 
what was said? 

Mrs. SMoor. No, I did not. That is right. 

Senator Carenart. Do vou feel that that was an honest thing to 
do with the other person ¢ 

Senator Bennerr. Do you know whether the other directors fel- 
lowed that precedent ? 

Mrs. Smoor. I think most of them did, Senator, yes, sir. I don’t 
know about personal messages. 

Senator Doveras. Well, this is public business and I think you de- 
serve to have a record made. 

Mrs. Smoor. It is very helpful, Senator. 
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Senator Frear. Also, Mr. Dunham, I would like to qualify that 
No. 2 in the second paragraph where you say the record is not com- 
plete because perhaps there were times when you were not there, 
so there may . ave been times when calls were not monitored. 

Senator Carenarr. Of course you know there is a law that you 
cannot take down a recording of what a person says. 

Mr. Dunnam. I would know that, yes, sir. 

Senator Carenart. But you thought it was all right to have your 
secretary sit there and take down everything that was said without 
notifying the other person ? 

Mr. Dunnam. That is right; that I did, because I felt this, that if 
anybody offered any improper suggestions I would probably have im- 
mediately said to them, “Now wait a minute, I am recording this and 
I do not want that suggestion.” 

Senator Frear. You did that as a matter of record perhaps to re- 
fresh your memory at some later date. 

Mr. Dunnam. Certainly. It was so valuable; and I miss the records 
since they have been here. John Jones comes in my office and later 
he comes in again. Mrs. Smoot would say to me, “He was in on April 
14, and he talked about so and so, or he called you on the phone and 
he talked about so and so. 

Now it made quite an impression on the applicant when I started 
in the conversation about where he left off, you see, and I thought that 
was good administration: 

Senator Frear. If Mr. John Jones had a telephone call with you 
an i in terpreted your conversation as saying “Yes,” and a subsequent 
tele pl lone conversation gave you the idea that you had said “No,” you 
would have something to refer to. 

va Dunuam. That is right, to refresh my memory. Now, two or 
three things that we might as well face, as far as I am concerned; I 
ri not always hear as well as I should. I have a bad ear and that is 
a general breakdown in people of my age, I think. I have another 
condition that you all know about; one eye is kind of bad. Those 
things all prompted me to not rely on my memory, that is about it, 
and I appreciate very much your comments. 

Senator Doveias. I think we will save time if instead of your re- 
reading this, as it is already a matter of record, we simply ask ques- 
tions on the text. 

Senator Carenart. I have no more questions on page 2 of the wit- 
ness’ statement. 

Senator Bennerr. Would it not be well, Mr. Chairman, to give 
Mrs. Smoot a copy of our statement, because their paging is different 
than ours. 

Senator Doueias. I would like to ask a question on the bottom of 
page 2 of the mimeographed statement. When you urged Mr. Strand- 
lund to make economies—you said “check your payroll”—he said if 
you did that he would have to discharge Merl Young, and he said that 
Merl Young was exceedingly well-connected at the White House. 

Mr. Dunuam. Yes, sir. 

Senator Doveias. Did Mr. Strandlund give any other particulars 
about Mr. Merl Young? 

Mr. Dunnam. Not to me, sir. 
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Senator Caprnarr. Was it your impression that Mr. Young was 
well fortified at the White House ? 

Mr. Dunnam. Yes. 

Senator Carenarr. He was? 

Mr. Dunnam. Yes. I thought that he was well acquainted at the 
White House. I did not know what his connections were. 

Senator Carrnarr. Did you think he had influence at the White 
House? 

Mr. Dunuam. I would not know that, sir. 

Senator Carenart. But you did feel he was well acquainted ? 

Mr. Dunnam. Well acquainted there, that is right. He had charge 
of Mr. Barkley’s itinerary during his campaign. 

Senator Doveras. Well, that was later, that was 1950. 

Mr. Dunnam. That was later, but he was immediately connected 
with the Democratic National Committee for a number of months. 

Senator Dovetas. Did Mr. Dawson ever speak to you about Mr. 
Young’s influence ¢ 

Mr. Dunnam. Oh, no. No; I never remembered Mr. Dawson 
speaking to me about that. 

Senator Carpruarr. As a result of Young’s activities with the Dem- 
ocratic Party. and his wife working at the White House, you just felt 
that he had, if not influence, he certainly was well liked and he had 
access to the White House ? 

Mr. Dunnam. He certainly did. 

Senator Doveias. When you found out that Strandlund was say- 
ing, ° ‘ef you compe | me to mi ake ec onomies I will fire 4 OUnN® ¢% and th: at 
would have a bad effect on the White House,” you got in touch with 
Mr. Dawson ? 

Mr. Dunnam. Yes, sir. 

Senator Dovenas. Mr. Dawson did not reply immediately, but 
checked with the President and later—— 

Mr. Dunnam. Whatever he did. He did not reply immediately ; 
yes, sir. 

Senator Doveras. But he told you that the President said to go 
ahead and do what was best without regard to what happened to 
Mr. Young? 

Mr. Dunnam. That is right. 

Senator Dovaeias. So there was no pressure put upon you from the 
White House to retain Mr. Young? 

Mr. Dunnam. That is right. 

Senator Doveras. And you were told to make the operating econo- 
mies even though the results would be adverse to Mr. Young? 

Mr. Dunnam. That is right. 

Senator Frear. Mr. Dunham, in this first paragraph on page 3, 
when you immediately contacted Mr. Dawson regarding this conver- 
sation with Mr. Strandlund, you say, “The only man I knew at the 
White House.” I assume you mean other than the President? 

Mr. Dunnam. Oh, of course. 

Senator Frear. You had met the President previously ? 

Mr. Duniram. I met the President previously. At that time I did 
not know Mr. Connelly or Mr. Steelman or anybody else. 

Senator Dovenas. Mr. Dunham, there is one thing that is very 
mysterious to me. Here is a man who is employed in a private con- 
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cern at $18,000 a year. You are told that if economies are made, he 
is going to lose his job, and that will not be liked at the White House. 

You think this is a matter of sufficient importance to talk to the 
President’s secretary. He does not give you an immediate answer. 
What went through your mind thinking that the White House could 
possibly be interested in what was going to happen to this man? 

Mr. Dunnam. Well, sir, bear this in mind: I knew nothing about 
the reason for his connection with this company. Certainly he was 
not hired because he was an expert in prefabricated houses, and I 
knew not why he was hired. He was there when I arrived. Of 
course, I would check. I checked on many matters that at the time 
did not seem too important. 

Senator Dovenas. Well. why should the President of the United 
States be interested in what happens to a vice president of a private 
concern ¢ 

Mr. Dunnam. Yes: but—maybe I accepted the word of a man when 
I should not have accepted his word. ] do not know. At any rate, 
that isthe word I vot. 

Senator Carrnuarr. What man is that / 

Mr. Dunnam. Mr. Strandlund. 

senator DovuGLas. You knew that Young Was a Close friend of 
Daw son, did you not ¢ 

Mr. Dunnam. Yes, si 

Senator Doveias. So you did not base your action entirely on what 


Mr. Strandlund sald: you also knew that he was a close member of 


the Dawson-Willett-Jacobs group / 
Mr. Dunnam. That is night. 


Senator aS. You testified in your statement that the four 


of them were a group an 1d that the Ny took vou in soci ally. 

at Dunnam. That is right; asl was at that time myself a member 
of that group. 

Senator Carenarr. You were at that time a member of that group? 

Mr. Dunnam. Yes, sir. 

Senator Carrnartr. And the RFC did have groups within it? 

Mr. Dunnam. We were not an RFC group. 

Senator Capenarr. What were you / 

Mr. Dunnam. Dawson did not work for the RFC, Young did not 
work for the RFC. 

Senator Carrenartr. You say you were a member of that group. 

Mr. Dunnam. Social group, ves, sir. That is so stated in my 
statement. 

Senator Frear. Did Mr. Merl Young tell you at the time he visited 
— office 4 days after your appointment that he was employed 
by Lustron ata sal: ary of $38.000 or S12.000 ¢ 

Mr. Dunnam. I do not remember that his associations were dis- 
cussed at all. I have no recollection of that. sir. I do not know 
just when IT learned—— 

Senator Carpenarr. Why did you even see Mr. Young 4 days after 
vour appointment ? 

Mr. Dunnam. Because I saw evervbody that came to my door, and 
Mr. Windham, who I had met in Detroit. and who had given me 


valuable information concerning living conditions in Washington, 


brought him in. Of course, I saw him. 
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Senator Dovugias. What was your feeling when Mr. Dawson did 
not give you a direct answer but felt that he had to check with the 
President ? 

Mr. Dunnam. I had no particular feeling. I thought he should 
have checked with the President. | may be wrong about that, but 
] thought he should have checked with the President. 

Senator Carpenarr. Why / 

Mr. Dunuam. Because of Mr. Strandlund’s statement that this 
man would not be desirable to have fired because of feeling at the 
White House. 

Senator Capenart. And had the President said under no circum 
stances fire him, you would not have fired him, would you, or would not 
lave recommended it / 

Mr. Dunwam. That is an iffy question, I do not know. 

Senator Carenarr. | think the very fact that you checked with 
the President of the United States on Young is indicative that vou 
would have tollowed his advice, otherwise you would not have «| ecked 
with him. 

Mr. Dunnam. I think it is a bad statement for Mr. Strandlund to 
have made, and I think it was proper for me to report that he made 
that statement, and at the same time get an answer to it. 

Senator Bennerr. Did you recommend Mr. Young’s discharge t 
the board / 

Mr. Dunnam. Not specifically, no, sir. I just recommended a gel 
eral loc! king out of hieh salaries in that ore: nization 

Senator Bennerr. Yet Mr. Strandlund more or less puts you o 

Lotice if your recomme ndation was adopted Mr. Young was the prime 
single individual about which there should be concern. 

Mr. Dunnam. I think he intended to convey the impression that I 
should not do that and should not bother, and therefore 

Senator Bennerr. He was using Mr. Young as a shield to protect 
himself against any recommendation. 

Mr. Dunnam. He was at least advancing a theory that we should 
not do it. 

Senator Carpenarr. Mr. Dunham, vy usayv inthe third paragraph « 
page three: 


The Lustron case was a matter which worried me considerably I l 
| discussed it with Messrs. Dawson, Jacobs, Windham, and Young whenever we 
were together, which was usually when Mr. Jacobs came to Washington an 
invitedvus to dinner. 
‘ Seen OAs 
My question is this: Why were you, a director of RFC. discussing 


the Lustron matter with Dawson who had no connection with RFC, 
Jacobs who had no ene with REC, Windham who had no con 
nection with RFC, and Young who had no connection with RFC 4 

Mr. DunHam. That is a perfectly fair que stion, and my answer 
to that is this: that at no time did I call these men together for a dis 
cussion of this subjec t. and I am certain that the matter was touched 
on because it was so much in my mind. 

Senator Capenartr. I know. Yousaid here. and I will read it again: 

I am sure I discussed it with Messrs. Dawson, Jacobs, Windham, and Young 
whenever we were together, which was usually when Mr. Jacobs came = to 
Washington and invited us to dinner. 


Mr. Dunnam. That is right. 
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Senator Caprenart. In other words, Jacobs came to town occa- 
sionally, or quite often, and when he did he invited the four of you 
to dinner, and you got together. I am certain that you discussed a 
lot of other things at those me etings. 

Mr. Dunuam. That is right. 

Senator CarrHartr. My point is, why did you, a director, discuss 
Lustron with Dawson, Jacobs, Windham, and Young, who had abso- 
lutely no connection with RFC whatsoever, at least they should have 
had no connection ? 

Mr. Dunnam. Well, I can explain that only in this way, that I 
was seeking light wherever I could find it. These were the only 
men I knew in Washington. I wondered if there was something I 
overlooked in the rules of this game, and I therefore discussed any 
problem that seemed so much a matter of public record as the Lustron 
situation was. 

Senator Frear. Their impressions to you meant more than other 
members of the Board ? 

Mr. Dunnam. Oh, it was discussed freely with members of the 
Board on thousands of occasions. 

Senator Frear. This was just outside information that you re- 
ceived ¢ 

Mr. Dunnam. I do not think their outside information meant any- 
thing to me except as ] got or could vet ideas. and one of them was 
that Jacobs and Hunt come down and look at the place and see what 
economies could be effected. 

Senator Frear. But what they said did have some bearing on your 
thinking, then. 

Mr. Dunnam. Oh, ves. 

Senator Carrnarr. Did Mr. Jacobs always pay for the dinners? 

Mr. Dunnam. Well, I do not know about always. He usually did. 

Senator Bennerr. Did you discuss any other RFC trouble spots 
with these men? 

Mr. Dunnam. I only discussed—my only recollection is that we 
did talk about the trouble in getting men to come down to the key 
positions, and things like that. 

Senator Bennerr. You did not discuss Texmass or any of these 
other Joans in which Merl Young participated ? 

Mr. Dunuam. No. 

Senator Carenart. Now, Mr. Dunham, in about the middle of that 
paragraph you say: 

At one point at these conferences it was decided there should be a study of 
the company’s operation, (a) to determine the financial marketing and engineer- 
ing possibilities of the company, and (0) to determine the efficiency and possi- 
bilities of a production system. 

Now my question is, Why would you discuss such things as that 
with Dawson, Jacobs, Windham, and Young, who had absolutely no 
connection with RFC? 

Mr. Dunnam. I got the impression, Senator, that they were quite 
concerned with the Lustron situation and its political implications, 
and that any solution of that problem would be quite a help. 

Senator Caprnarr. Political implications: what did Jacobs and 
Windham and Young and Dawson have to do with political implica- 
tions? 

Mr. Dunnam. That I do not know. 
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Senator CarpeHarr. My next question is, Who decided there should 
be a study of Lustron, of this group? Which one of this group sug- 
gested the study! Was it decided at one of the meetings where the 
five of you were present that this study would be made? 

Mr. Dunnam. I have no recollection of exactly the conditions under 
which that was decided. Whoever suggested it—I took the suggestions 
of the Board of Directors, and I think I might even have t talked with 
Mr. Gunderson before, but it was not there decided. It was one of 
those things 

Senator Carenarr. It was suggested at one of these dinner meet- 
ings? 

Mr. Dunuam. It might have been. 

Senator Carenart. And later developed into a study having been 
made by Mr. Jacobs. 

Mr. Dunnam. Might have been. 

Senator Doucias. Was it the Board of Directors who suggested 
this study be made, decided that this study should be made, or did 
you decide that the study should be made? 

Mr. Dunnam, Oh, no; the Board of Directors authorized the study. 

Senator Doucias. At your suggestion ¢ 

Mr. Dunnam. At my suggestion; ves, sir. 

Senator Doveias. And in turn this suggestion had been developed 
at these dinner meetings with these gentlemen / 

Mr. Dunnam. It may have been, sir; I do not know. It came asa 
suggestion, and undoubtedly came from some of that group. I think 
it might have. 

Senator CarrHarr. Do you know which one might have made the 
suggestion / 

Mr. Dunnam. No, sir; I did not consider it of any importance at 
the time. 

Senator Caprnart. I understand that, but it was decided and dis 
cussed at one of these dinner meetings / 

Mr. Dunnam. I believe it was. 1 do not even remember that, sir. 

Senator CAPEHART. You say so in your testimony here. 

Mr. Dunnam. At a meeting; ves, [ think it was. 

Senator Douc.has. Did Mr. Jacobs suggest that he would bea cood 
man to make the study of produc tion? 

Mr. Dunnam. No, Mr. Jacobs was rather reluctant to ms ike the 
study, and I said, “What about your experience on production ¢’ 

And he said, “1 just h: ave not had any. Lama manufacturer and I 
am not a production man. 

Senator Doucias. You say here he may have suggested it himself, 
and now you say he did not suggest it. 

Mr. Dunnam. No, he may have suggested that he do it, but he did 
suggest that it would be much better to have Mr. Hunt, who was a 
production man, accompany him. 

Senator Carenart. Did you know at the time of this meeting, when 
this was suggested, that Merl Young was on the payroll of Jacobs? 

Mr. Dunuam. I think I did; yes, sir. 

Senator Dovetias. Of the Jacobs Co. ? 

Mr. Dunnam. Oh, I do not remember when I knew that. I have 
heard that rumor and I do not know it as of this minute. I never 
discussed that. 
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Senator Doverias. Well, he has testified to that fact. 

Mr. Dunnam. What? 

Senator Doveras. That he was on the payroll of Jacobs. 

Mr. Dunuam. Oh, I think he is. 

Senator Doveias. No: that he was at that time. 

Mr. Dunnam. I think he was, but I do not - 

Senator Frear. He also said the Board of Directors knew of his 
employment by Jacobs. Is that not true / 

Mr. Dunnam. That is possible, but he was employed before I 
came there. 

Senator Doveias. Did it not seem to you—strange for a man to be 
in Lustron’s employ and Jacobs’ employ at the same time? 

Mr. Dunnam. No. I have been in the employ of six people at one 
time. 

Senator Doveias. You thought he was a Washington representa- 
tive for both men? 

Mr. Dunnam. That is right. I thought he was a part-time man, 
and it is not uncommon, in my business. 

Senator Bennerr. In this same paragraph you say plainly that Mr, 
Jacobs suggested Mr. Hunt. 

Mr. Dunnam. Yes, sir. 

Senator Bennerr. As I remember, in an earlier part of your testi- 
mony when you were talking about contacts with Donald Dawson and 
Important individuals, is my memory correct that you suggested Mr. 
Hunt was one individual whose e mployme nt was discussed with Mr. 
Dawson / 

Mr. Dunuam. That is right. 

Senator Bennerr. Did you discuss it officially with him at the White 
House or did you discuss it sine ially around the table / 

Mr. Dunuam. I took him over to Mr. Dawson—I took Mr. Hunt 
ind Mr. Jacobs over to Mr. Dawson’s office and introduced them. Now, 
I did not discuss—let us be fair to Mr. Hunt: Mr. Hunt may never 
have known why I took him here. As a matter of fact, 1 took him 
because he is one top-flight production man that was out of employ- 
ment at the moment. 

Senator Bennerr. Of course, you did not mean to take Mr. Jacobs 
TO Daw son’s ollice because he had been a member of your social group. 

Mr. Dunnam. That is right. 

Senator Bennerr. So you and Jacobs took Hunt. 

Mr. Dunuam. That is right. It now seems right to me that Jacobs 
should not have gone, because he knew Mr. Hunt and I did not, and 
the question might have arisen that Mr. Jacobs could well answer that. 
I would not know. 

Senator Bennerr. Then why did you go? Why should you have 
gone if Jacobs knew Hunt and Jacobs cert: ainly knew Dawson ? 

Mr. Dunnam. Well, it was my idea; that is the only reason I went. 

Senator Bennerr. You testified that it was Mr. Jacobs’ idea 

Mr. Dunnam. That I take Mr. Hunt 





Senator Bennerr. No; that Mr. Hunt be employed. 

Mr. Dunnam. Yes; that is right. But it was not Jacobs’ idea that 
I take Mr. Hunt to Mr. Dawson. That was my own idea. 

Senator Doveras. Any other questions on page 3 ? 

Senator Frear. Just one question. 
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Mr. Jacobs, I believe, testified that he received no compensation for 
this study he made of Lustron, Mr. Dunham. 

Mr. Dunnam. Yes, sir. 

Senator Frear. But according to your statement he was reimbursed 
for his out-of-pocket money. 

Mr. Dunnam. The arrangement was that we reimburse him, but I 
think he never submitted a bill. As a matter of fact, | wrote him a 
letter and asked him to submit a bill, but I do not think he ever did it. 

Senator Bennerr. Was Mr. Hunt compensated ¢ 

Mr. Dt NHAM. l think neither one of them In my opinion now, 
neither one of them ever submitted a bill. Mr. Hunt WAL) have been 
paid by Mr. Jacobs, I do not know. 

Senator Dovgias. Mr. Dunham, you say you knew nothing of the 
preliminary report of Mr. Jacobs concerning the reallocation of the 
Lustron stock. 

Mr. Dunnam. That is right. 

Senator Doveias. Which mentions specific nam 

Mr. Duniam. That is right. 

Senator Doverias. But in his final re port, W thout mentioning spe 
eific names, Jacobs did mention the fact that 1t would be desirable to 
reallocate the Lustron stock 4 


Mr. Dunnam. Yes. 


senator 1) MGLAS, Did vou not sav that in no way aro ised a y sus 
picion in your mind? Is that not extraordinary / Here is a mai 
proposing to take over the ownership of the 0 UTD ron thy 
ial 

Mi. Dunnam. Not for himself, Senator. He did not propose 
he take iteover. 

se} itor Dovanas. He proposed that the owne) » be taken ove 
Was it vour feeling that Strandlund had by this time demonstrated 
that he was pretty lavish in his expenditures and that new manage 
ment Was needed to get the company ona sound | ! 3 f 

Mr. Dunuam. There are only two Wavs to pay an i lividual for 
doing work, and that is vive him the hope of tuture earnings whi 
ean be expressed in the stock of a company, or pav Him current \ 
salary. This particular job needed a very high-priced official, and it 
occurred to all of us that we should gel the control of that company 
out of Mr. Strandlund’s hands. I mean. no organization could have 
been complete in any other way. In fa Tt. We @) couraged other people 


to go there and buy it—— 

Senator Douauas. Your position is you wanted to get it out of 
Strandlund’s hands but did not want to get it into Jacobs’ hands. 

Mr. Dunnam. I did not have any idea. TI only wanted to get it out 
of his hands—Strandlund’s hands—— 

Senator Doveéias. And you did not know that Jacobs was trving to 
get it into the hands of Haggerty, Young, and Hunt ’ 

Mr. Dunuam. That is true. 

Now, I want to explain that. I wanted to get it not as much out of 
Strandlund’s hands, as in the control of the RFC. I think the loan 
was very badly set up from the beginning. 

Senator BRICKER. Just because RFC did not have control of the 
common stock ? 

Mr. DUNHAM. No loan could have been set up the way that loan was 
set up, Senator. 
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Senator Bricker. I agree with you. 

Mr. Dunnam. And that loan was very badly set up. It was made 
in the closing hours of the law, as you know. “It could not have been 
made the next d: ay. 

Senator Bricker. Under instructions from John Steelman. 

Mr. Dunuam. And under circumstances that certainly you have a 
right to know and do know—— 

Senator CareHart. What were those circumstances? 

Mr. Dunwam. The circumstances were that a request was made of 
Mr. Steelman to make the loan. I was not here, but I saw a copy of 
that letter. 

Senator Maypank. That was before this committee. 

Mr. Dunuam. That was reported in the committee. 

Senator Doveias. That is a matter of public record. 

Senator Maypank. Yes; we had that 2 years ago. 

Senator Carenart. In other words, Mr. Steelman directed RFC to 
make the loan. 

Mr. Dunnam. But I want to go back a minute, if you will, and let 
me tell you why Mr. Strandlund should never have been made a loan 
in the manner in which it was consummated. Nobody with $1,000 
should ever control an operation involving $37 million of Government 
money. 

Senator Bricker. Half of that stock was in his wife’s name. 

Mr. Dunnam. And half of that was in his wife’s name, and he took 
a $50,000 job along with it. 

Senator Bricker. That is the cause of the trouble right now. That 
is the reason the Navy cannot get it and the reason the RFC cannot 
get hold of it and handle it and make a good deal out of it. 

Mr. DunuHam. It is perfectly true, Senator. The whole thing was 
set up badly, and I think it was set up—well, I do not know why. 

Senator Carenart. Mr. Dunham, you said a moment ago “it 
occurred to all of us that we ought to get Strandlund’s stock out of 
his hands.” Who did you mean by “all of us”? 

Mr. Dunnam. The directors of the RFC wanted to get that back 
into the control of the RFC 

Senator Capenart. Mr. Gunderson testified that he assured Mr. 
Strandlund that they did not want to get the stock. I believe that 
is the testimony. 

Mr. Dunuam. I do not know what his testimony was, but I will 
tell you now that there never would have been any substantial loan 
made with my approval unless we had the pledge of that stock. 

Senator Bricker. Is that the only case where such a condition ever 
existed ? 

Mr. Dunnam. That is the only case of that size that I ever heard 
of in which it existed. I think it is an ill-conceived loan, the terms of 
it were ill-conceived. 

Senator Doveias. When you got this invitation from Mr. Jacobs in- 
viting you and Mr. Dunham to visit at his ranch in Florida, about 
what date was that? 

Mr. Dunnam. Can you help me on that, Mrs. Smoot? I think it 
was in the winter of 1949, was it not ? 

Senator Dovenias. Did Mr. Jacobs tell you who was going to be 
there? 
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Mr. DunHam. No; he just suggested that I-might come down, if I 
was coming to Florida he would like to have me visit him. 

Senator Dove as. He did not tell you that Donald Dawson was 
going to be there? 

Mr. DunHAmM. No, sir. 

Senator Dove.ias. Or Mr. Windham ? 

Mr. Dunnam. No, sir. 

Senator Dougias. Or Mr. Merl Young? 

Mr. Dunnam. No, sir. 

Senator Doucias. Or Hunt ? 

Mr. Dunnam. No, sir. 

Senator Doué.as. Now you say you were called by a Detroit news- 
paperman. 

Mr. Dunnam. Yes, sir. 

Senator Doueias. You were called by this Detroit newspaperman 
who gave an alleged purpose of the meeting, gave a guest ai and you 
say you were impressed by the fact that the caller had an accurate 
guest list. Then you must have known at the time the weneen 
reporter ¢ alled you who was going to be there. 

Mr. Dunuam. | was impressed by the fact that he represented he 
had an accurate—perhaps that is the way I should have said it. He 
represented that he had an accurate guest list. That is wrong, becaus 
I did not even know when the thine was, or where it was. 

Senator Dot GLAS. ‘Ti hen vou te ‘le ‘phoned him almost lmime liate] iV 

Mr. DunuaAm. I telephoned him immediately a 
re ported the facts; yes, sir. 

Senator Maypank. Telephoned who? 

Senator Dovueias. Telephoned Windham or Jacobs. 

Mr. Dt NHAM,. Yes: ie otlice and told him 

Senator Bennert. In Florida / 


ha a een he 


Mr. DunuaAm. No: in Detroit, I think the record will show, I think 
it was in Detroit. 
Senator Dovucias. Now you say you got worried by what the news 


paperman had told you. 
Mr. Dunnam. Yes, sit 
Senator Dovue.ias. And you began to think that poss 
want to seize the Lustron plant / 
Mr. Dunuam. Yes, sir. Jacobs told me, and I think he told his 
committee, that he was just not interested in that Lus 
for the life of me I cannot see why anybody would be. 
Senator DovuGias. But you began to think that he 
Mr. Dunnam. I began to wonder. 
Senator Carenart. Mr. Dunham, on page 3, at the bottom, you say: 


bly Jacobs d a 


tron plant, and 


was interested 2 


Out of this Lustron matter came my first feeling of doubt 
with Mr. Jacobs and his friends in Washington. 

Whom did you have reference to? Will you name them. 

Mr. Dunnam. Merl Young. 

Senator Carenarr. Anybody else? 

Mr. Dunnam. I would not want to name anybody else. 

Senator Carenarr. You say “friends,” and Merl Young is just one. 
Who else? 

Mr. Dunuam. Mr. Windham would be another. I think they are 
the only ones I would want to express any doubt upon. 


as to my association 


80585—51—pt. 3 12 
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Senator Carenarr. Would Mr. Dawson be one? 

Mr. Dunnam. No, sir. I have no doubt about Mr. Dawson. 

Senator Caprrnarr. In other words, when you used the term 
“friends” you had in mind just a man / 

Mr. Dunnam. Three men, Jacobs, Young, and Windham. 

Senator Dovcias. Well, 1 do not want to be unduly harsh on you, 
Mr. Dunham, but I notice what you say is that about this time you 
broke off having social meetings with this group, and you imply that 
during the last year you have seen virtually nothing of them. 

Mr. Dunnam. That is correct. 

Senator DovuGias. It is also during the last year that the subcom- 
mittee has been carrying on its investigation and making its probe 
into the outside influences operating upon the RFC. 

Mr. Dunuam. Until you just mentioned it, that never oecurred 
to me, 

Senator Carenarr. In other words, you became suspicious of them 4 

Mr. Dunnam. My first doubt—let us say doubt instead of suspicion. 

Senator Carenarr. You became suspicious of them and you came to 
the conclusion that they were looking after their own interests 

Mr. Dunuam. Senator, | think they dropped me. I do not think 
] dropped them. 

Senator Carenarr. You think they dropped you / 

Mr. Dunnam. Yes, sir. 

Senator Carenarr. You think they dropped you because you re- 
fused to goto Florida and meet with them / 

Mr. Dunnam. I think it was generally obs erved that perhaps I did 


not belong, or something, I do not know. But at any rate, they 
dropped mie, They would come to Washi ineton and not invite me. 

Senator Carenarr. In other words, you felt that oe used you all 
they CoO ld and new they had to vet out and vet some re - blood ? 


Mr. Dunnam. I feel that they did not use me at ae 

Senator Bricker. Did you ever hear them talk about the bathtub 
deal / , 

Mir. Duntram. Yes. 

Senator Bricker. What do you know about that / 

Mr. Di NHAM. That bathtub deal, Senator, is just a figment of 
somebody's imagination. 

Senator Doueias. That would be Strandlund’s imagination if it 
was a figment. 

Mr. Duniam. It is a figment of Strandlund’s imagination. 

Senator Doveéias. You mean Jacobs never made such a proposal ¢ 

Mr. Dunuam. Why, it could not be made, Senator. At the time that 
Mr. Jacobs—— 

Senator Bricker. Well, maybe I meant washing machines instead 
of bathtubs. 

Mr. Dunuam. I know what vou mean. I meant washing machines, 
too. 

Mr. Jacobs at one time made a washing machine. It was a very 
disastrous venture, as I understand, and I do not know where I got 
the information, it turned out to be a disastrous venture in which 
he sold out the washing machines lock, stock, and barrel and entered 
into an agreement, so I am told, that he would not go back into that 
business for 5 years. It was after he had sold the company, and while 
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the agreement was in effect, that he is supposed to have conceived this 
idea of making Merl Y oung the beneficiary of this ee nt 

Senator Carpenmarr. Mr. Strandlund testified he said he had sold it 
and he had an arrangement with the other people. 

Senator Doveias. That Young was to get $15 on each machine. 

Senator CareHarr. Now you say it just cannot be. Well, you want 
to remember that Mr. Jacobs likewise financed Mr. Young in the oil 
business. 

Mr. Dunnam. I do not know what other companies—I am talking 
only about Jacobs’ connection with this washing machine. 

Senator Capenarr. The testimony shows that Mr. Jacobs at all 
times was looking out after Mr. Young's best interest and is employing 
him today at $18,000. He took him into an oil venture and loane 
him $37,500; he took him into an insurance business and is giving 
him a lot of insurance. There is nothing unusual about it, from th 
standpoint. He was looking after Mr. Young's interest. 

Mr. Dunnam. I want to make this statement about the Lustron 
Co., and it isin here. You understand that a man put $1,000—and | 
want vou particularly, because you are from Ohio, to hear this, 

Senator Bricker. T know the whole story. I was against it Trom 
the beginning, too, let me clear she record on that 

Senator Maypank. Yes: I will agree to that. 

Mr. Dunuam. Then there was an additional sum of SS840.000 11 
vested in this company which was equity capital. 


Senator Bricker, That was stock sold to the public by Hornblower & 
Wee ks 

Mr. Dunnam. No: that investment grew out of the fact that 
men who made that Investment had other contract \ the L 
Co. by which they hoped to reco }) their money, and { Was hol 
part 

senator Biri KER, \\ hat was the public STO Ik sal 

Mr. Dunnam. I do not think there ever was one. Senato 

Senator Bricker. I thought there was some stock sold thie 

Mr. Dunuam. I never heard of it 

Senator Brie KER, Yes. Hornblower & Weeks sold some LO 


the publie. 

Senator Maysank. IT was under that impression. 

Senator Bricker. That is the reason they first came in here 

Senator Maypank. i have not kept up with this thing as I should 
have. 

Senator Bricker. There were several hundred thousand shares « 
stock sold to the public by Horn lower & Weeks. 

Senator Mayvank. Mr. Herz thinks that is on the public record. 

Mr. DunnAm. I did not know about that part of the sale. T know 
there was a contract by which certain equipment was to | 
in each Lustron house. 

Senator Maynank. Mr. Dunham, how long were you on the REC 
before the Lustron loan came up / 

Mr. Dunuam. I think I brought it up immediately. 

Senator MayBpank. No: I do not mean that. When were you con 
firmed on the RFC / 

Mr. Dunuam. Two years ago, March, after the loan was made. 

Senator Maypanx. After the loan was made? 
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Mr. Dunnam. Oh, yes: it was long after the Lustron loan was 
made. It was made in 1947. 

Senator Bricker. That came up in 1947, did it not? 

Senator Maysank. That is what I thought. I remember you came 
down here to be confirmed, and I thought the Lustron loan had already 
been made. 

Mr. Dunnam. That was just about 2 years ago, Senator, right now, 
along about this time. 

Senator Mayspank. Who was the other gentleman that was con- 
firmed at the same time you were? Was it Mr. Willett ? 

Mr. Dunnam. No, sir; Mr. Willett was there before I was there, 
about a year before. 

Senator Mayspank. There were two in here before the committee, 
as I remember. 

Mr. Dunuam. No; [ think not. I think that I was the only one. 
Mr. Hise was there before, Mr. Mulligan was there, and Mr. Gunder- 
son was there before. I filled the Board out. It was a short board 
for some time after Mr. Bodman resigned. 

Senator Bricker. Who first contacted you in regard to your nomi- 
nation ? 

Mr. Dunnam. Mr. Cy Bevan, the Democratic National Committee- 
man in Detroit. 

Senator Bricker. In Michigan? 

Mr. Dunnam. Yes. He contacted me on my way to California. 
He caught mein Texas. I did not know anything about it. I did not 
ask for the job. 

Senator Doverias. I wonder if we could move into the Fruehauf 
affair, which is mentioned on page 5. 

As I understand it, it is your contention that the reason why your 
attitude toward Fruehauf changed was that Fruehauf’s proposal 
chi inge cl. 

Mr. Dunnam. I never understood that it would change to that 
extent. 

Senator Maypank. Does anybody understand his proposal—Frue- 
haut’s ¢ 

Senator Bricker. I understand his proposal, I know his predica- 
ment. 

Senator Maypank. Because he came down here and we had a spe- 
cial meeting for him one time. 

Senator Dovuetas. You did not realize that the RFC was gong to be 
asked to put up another million? You thought the new money was 
going to be entirely private capital 4 

Mr. Dunnam. I had a strange confirmation of that conversation. 
A man wrote me a letter, a purely personal letter, dated February 6, 
before Mr. Fruehauf’s statement entirely, and he said, “I left your 
office”; and I think the record will show that he left my office just as 
Mr. Fruehauf arrived. His name was Burns. He said, “You may 
not remember what you said to Mr. Fruehauf.” I brought that letter 
along, if you gentlemen would like to see it. I do not want to intro- 
duce it; it is purely a personal letter: but I would like to have you 
note because it refreshes my memory to some extent. 

Senator Doveras. Would you read the pertinent parts, please. 

Mr. Dunnam. This man is a friend of mine of long standing. 
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Senator Dovetas. What is his name? 

Mr. Dunnam. Kenneth Burns. 

Senator Dovueuas. This letter is of what date? 

Mr. Dunuam. The letter is dated February 6, 1951, and this is the 
envelope it came in. I threw it in a desk—— 

Senator Doueias. Who is Mr. Burns / 

Mr. Dunuam. Mr. Burns is in charge of housing in the city of 
Detroit. 

Senator Doveras. Once connected with the RFC ? 

Mr. Dunnam. Once connected with the RFC. 

I will read excerpts from that letter, and then I would like to have 
you gentlemen look at the letter. 

Senator Bennetr. Do I understand this is off the record ? 

Mr. Dunuam. No, sir; it need not be off the record: 

Another incident which I recall occurred while I was in your office and Roy 
Fruehauf was announced, and as I left we met at the door. He stated in effect 
that he expected to present a plan to take over the Lustron Co. which would be 
satisfactory to the Board. Whereupon you replied, in effect, that you could be 
depended on to approve any practical plan to take over the operation which 
would not necessitate the use of any more RFC funds. This seemed to me to 
chill his enthusiasm, but he said something to the effect that a plan would be 
attempted. 

Senator CapeHart. Who was that letter from ? 

Mr.’ Dunuam. That letter, sir, was from Mr. Kenneth Burns. It is 
a purely personal letter, and he may be a little sorry for me, but other- 
Wise it is a purely personal letter. I did not even mark the paragraph. 
[t was in the middle of the page, sir. 

Senator Dovcias. Mr. Burns was once the assistant manager of 
the Detroit agency? 

Mr. Dunnam. That is right. 

Senator Dovetas. Did you propose him as a successor to Mr. 
Eckfeld ? 

Mr. DunHam. Yes, sir. 

I want to say this about this particular letter. I have two reasons 
for remembering that day. One was a mix-up in a luncheon engage- 
ment, and the other was it is the anniversary of my birth, and I just 
happened to remember a little bit more about that day than any other. 

Senator Doucias. It so happens that on that day you were having 
lunch with Mr. Windham and Mr. Jacobs? 

Mr. Dunnam. I was having lunch with Mr. Cy Bevan, and I under- 
stood that Mr. Bevan was going to call me when he arrived in town. 
I did not hear from him. Mrs. Smoot said that I waited around there 
until well after 1 o’clock, maybe 20 minutes after 1, before—and then 
said, “Well, I guess Cy did not come to town, so I will go out and get 
lunch.” I went over to the Statler and happened to run into Mr. 
Windham and Mr. Jacobs, and when I came back I said to her, “Well, 
I did not have to eat alone. I ate with Windham and Jacobs.” That 
is in the record. 

Senator Dovetas. When you talked to Mr. Jacobs, did you tell 
him that you disagreed with Fruehauf? 

Mr. Dunuam. Mr. Fruehauf at that time—no: wait a minute; 
that was at 1 o’clock. I undoubtedly discussed the Fruehauf proposi- 
tion with Mr. Jacobs. I have no recollection of what we talked about. 
It is a matter of common knowledge that Mr. Fruehauf and Mr. 
Jacobs have been lifelong friends. I have seen their yachts parked 
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beside each other and I have seen them together many times, so I 
know they are friends, and it was not unnatural for me to say, “Mr. 
Fruehauf was in town. Sorry he could not give us something sub- 
stantial.” 

Senator Bricker. Let me ask you one question at this point: Do 
you think Mr. Fruehauf was an innocent victim of this trucking deal 4 

Mr. Dunnam. Senator, I think Mr. Fruehauf is one of the nicest 
men I ever knew. Let us go off the record a minute, because I think 
you ought to know this. 

[ have loaned the Fruehauf Trailer—— 

Senator Doveias. Why should we go off the record ¢ 

Mr. Dunnam. M: aybe vou should not. 

Senator Capenart.” Well, let us not go off the record, then. 

Mr. Dunuwam. It has nothing to do with the RFC, but IT want to 
tell you why I think they are a fine concern. 

Senator Bricker. Their reputation in Ohio has always been good, 

Senator Dovuenas. I do not know that that is germane to the 
Inquiry 

Senator Bricker. It is germane to the question I asked him as to 
whether he thought he was an innocent vietim of this whole episode. 

Mr. Dunnam. I think he is an innocent victim. He says 

Senator DowuGras. This is the point, Mr. Iruehant te stifled, | 
believe, later in this day that Jacobs approached him and then later 
Rosenbaum approached him and that Jacobs knew the full details 
ot your conversation with rue hi uf In which you were rather hostile 
to what vou understood Fruehauf’s proposa l was. 

Did you te 1] Jacobs this ? 

Mr. Dunnam. It is very possible we talked about it. I have no 
recollection of what we talked about at this luncheon. 

Senator Dovucias. This is very crucial because, as 1 understand 
your defense 1s that Jacobs prnnarily, | it possibly also Young. talked 
pho you to get an idea what your attitude was and would then go 
out to people and say that they could influence you and that they 
used oe, ‘conversation to vet favors for themselves. 

That, as I understand your memorandum, is your defense. 

Mr. Dunnam. My de fense is that I have done nothing wrong. 

Senator Doveias. Well, you see what is happening is that people 
who are close to you make these approaches, or are alleged to make 
these approaches. What vou are saving is they did not act as an 
agent ot yours. 

Mr. Dunuam. Right. 

Senator Doueias. And one of the times that this approach was 
made was In connection with the Freuhauf matter, which was on the 
same d: ay on which in the second interview you had turned Fruehaut 
down. Jacobs then approached Fruehauf and said, “Well, if you will 


hire Rosenbaum”—or it is alleged that he approached Fruehauf—*if 


you will hire Rosenbaum, this can be adjusted. I have Willett and 
Dunham i In my poc ‘ket.’ 

Now, then, it is very crucial as to whether in this luncheon you 
did tell Jacobs what the purport of your conversation with F ruehauf 
had been. 

Mr. Dunuam. I can only repeat that I do not remember anything 
that happened at the lune -heon, but it would be perfectly possib le that 
I discussed it. 
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Senator Capenarr. Why would it be perfectly possible ? 

Mr. Dunnam. Because Mr. Jacobs had made a survey of the cor 
pany. He wasa friend of Mr. Fruehauf’s. Mr. Fruehauf came down 
with a light in his eye and told me that they were going to put in some 
of their money and their know-how and were going to pull thi s con 
pany out and it would be wonderful. It did not seem that way at 
all afterward. 

Senator Doucias. You have never heard of Joseph Rosenbaum / 

Mr. Dunnam. Never heard of him. <At that time I doubt if I ever 
heard his name. I have heard it since it has come into this committee. 

Senator Doveras. Well, naturally. 

Mr. DuNHAM. Well, I don’t know whether he is tall and thin or 
short and fat. 

Senator Bricker. If you would see him, you would not forget hin 

Mr. Dunnam. [hope I never see him, then. 

Senator DouG as. ae I ask about this Kaiser-Frazer affair / 

Mr. Dunnam. Yes, s! 

Senator CAPEHART. Before we get off the Fruehauf matter, you 
know, of course, that Jacobs and Fruehauf gave absolutely contrad 
tory testimony before this committee. Are you aware of that fact / 

Mr. DunHaAmM. Yes, sir. 

Senator Doveias. On mimeographed page 6. You know that 
Jacobs testified before this committee—I believe thi s correct—t! : 
when he visited Mr. Edgar Kaiser in December 1949 at the plant of the 
Kaiser-Frazer Co., he stated that he went there at your request; and 
I read from his testimony : 


Mr. Dunham called me—I don’t remember the date—and told me he id 
quite a set-to with one of Mr. Kaise ra men and asked 1 go out to Ka 
Irazer and reach Mr. Kaiser and ask him to handle the matte: 


And then he said: 


I told Mr. Reece, who was the representative of the Kaiser-Frazer Co 
telephone call I had received from Mr. Dunham. 

Senator Carenart. Who did Mr. Dunham supposedly tell to go out 
to see Kaiser ? 

Mr. Dunuam. Mr. Jacobs. That I did not. 

Senator Carenarr. Did you telephone Mr. Jacobs? 

Mr. Dunuwam. That I deny. It is perfectly obvious why I did not 
do it. The record will show, Senator, that on that particular day 
Kdgar Kaiser was trying to get me on the phone. All I had to do to 
tell Mr. Kaiser to change his representative Was to say so to him 
in person. Lhad no thought that his representative sl ould be changed. 
He is still his representative. I am still friends with Mr. Woods. 
Nothing happened in our association to break that friendship. 
think Mr. Woods understood that I was incensed at a statement that 
occurred in his written communication to the Board of Directors of the 
RF 

Senator Capenart. Mr. Chairman, may I read into the record here 
the sworn testimony of Mr. Jacobs, which is the testimony he gave 
under oath / 

I am quoting now from Mr. Jacobs: 


{ 


Oh, IT have known Mr. Dunham casually for about 25 years. He was an 
officer in the bank when I first started in business, and I dealt with him, though 
I did not deal directly with him 
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Senator CAPEHART. Why did Mr. Dunham call you and suggest that you go 
and see Kaiser-Frazer? What interest did you have in RFC? 

Mr. Jacoss. We were a borrower at the time. However, his explanation 
[Dunham’s] was that I was the only one that knew Ed Kaiser well enough to 
go out and see him that he could think of and he wanted it done quickly. 

Senator CApEHART. What do you think Mr. Dunham had in mind? Was he 
fearful the loan would not go through or fearful that it would go through, or 
just what did he have in mind? 

Mr. Jacoss. I did not hear the first part of your question Senator. 

Senator CAPeEHART. Just what did Mr. Dunham have in mind? What was his 
interest in having you go and contact these people? 

Mr. Jacogs. Oh, this was merely because the man that was representing 
Mr. Kaiser had gotten into an argument with the people at the RFC. 

Senator CArpEHART. Yes; I understand that, but my point is, what is the con- 
nection between Dunham and yourself that would be so close that Mr. Dunham, 
a director of RFC, would call you? Iam certain you got no compensation for 
going out and seeing the Kaiser-Frazer people. 

Mr. Jacops. I was the only man he could think of that was in position to do it 
and do it quickly. 

Mr. Jacobs says you did call him and he did go out there. You say 
you never did call Mr. Jacobs? 

Mr. Dunnam. I say it is perfectly preposterous to think that I did, 
because it was 5 days later after the argument that Mr. Jacobs said 
I called him, and I will read my explanation of it 

Senator Capenarr. Then what you are saying is that Mr. Jacobs has 
lied under oath? 

Mr. Dunyam. You used that word; I didn’t. 

Senator Carenartr. Well, there is no other word to use. 

Mr. Dunnam. I just deny absolutely; and I want to read, if you 
will — 

Senator Doveras. Did you call Mr. Jacobs on the telephone? 

Mr. Dunnam. I called him—the first time I called him, it seems to 
me, was the 12th; and our argument started on the 7th with Mr. 
Woods; my argument was on the 7th. On the Sth Ed Kaiser tried 
to get me. I was in a board meeting, and I came out of the board 
meeting, and Mrs. Smoot told me that Mr. Kaiser was trying to get 
me. I made no effort to get him. It hought he would e all back, and 
he didn’t call back. All I had to do was pick up the phone and Say, 
“You are getting in bad with me. Get that guy out of my hair.’ 

I did not do that. I did not feel that way. Why, 5 days later, aoaka 
I tell anybody to run out there, and especially when the same person 
carried the message that they wanted—— 

Senator Carenarr. I am not saying you did. I just thought you 
ought to know what Mr. Jac ‘obs t ectafied to. 

Senator Doverias. How did Mr. Jacobs know that you had trouble 
with Mr. Woods? 

Mr. Dunnam. Well, it was pretty well known in the organiza- 
tion that I had trouble with Mr. Woods because Mr. Woods was quite 
upset about it, and he told other Ngee about it. Who he told, 
I do not know. I did not tell Mr. Jacobs that I had any trouble 
with Mr. Woods. 

Senator Doveras. May I ask some questions on the Texmass loan, 
which is covered in the middle of page 7 ? 

Mr. Dunnam. Iam as distressed as you are about that. 

Senator Doveras. You said: “I had no contact at all with any of 
the gentlemen in question.” That is Jacobs or Young ? 

Mr. Dunnam. That is right. 
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Senator Doveias. Did you have any contact with Mr. Ronnie B. 
Smith ? 

Mr. Dunnam. Oh, yes. 

Senator Doucias. He was the chief promoter of the loan ? 

Mr. Dunuam. He was in and out of my office many times in con 
nection with that loan. 

Senator Dovugias. Did you have any contact with Mr. Henry J 
Harriman, representing the Boston group of investors / 

Mr. Dunuam. I don’t remember him; no, sir. 

Senator DouGLAS. Is it not true that he managed the iInvestm« nt 
group of Bostonians that originally went into this deal 

Mr. Dunnam. I think that is true; yes, sir. 

Senator Dovueias. Did you have any contacts with the preside} 
of the John Hancock Life Insurance Co. 2 

Mr. Dunnam. No, sir. 

Senator DOUGLAS. Or the attormeys for the John Hancock Life 
Insurance Co. 4 

Mr. Dunnam. [remember no contact with them. 

Senator Dovuaias. Or the Massachusetts Mutual 
Co. ¢ 

Mr. Dunnam. No. 

Senator Dovugias. Or the attorneys for the Massachusetts Mutual? 

Mr. Dunnam. No. 

Senator Dougtas. Who besides Mr. Ronnie Smith did you meet 
with 7 

Mr. Dunnam. Mr. Bohannon, Mr. Smith, and the president of 
the company—what was his name ? 

Senator Doucrias. Kineaid ? 

Mr. Dunnam. Kincaid; yes, sir, and there may be someone else, 
but those are the ones I principally remember. 

Senator Doucias. Did vou talk to Mr. Allen Freeze about the Tex 
mass loan ? 

Mr. DUNHAM. I would not be surprised if l had. alt} ough | have 
no recollection. 

Senator Douctas. Mr. Freeze was interested in the Texmass loan ? 

Mr. Dunnam. Was he interested, you say 4 

Senator Doucuas. Yes. 

Mr. Dunnam. He went before the SEC, I understand, in conne 
tion with this loan. I did not know that he was doing it. 

Senator Doveias. Did you know that he was going before the SEC 
In connection with it? 

Mr. Dunnam. No, sir. 

Senator Doveras. Did he talk to vou favorably about the loan? 

Mr. Dunuam. No. He made no attempt to discuss the terms of 
the loan. 

Senator Doveras. Did you know that he was going to go with the 
Texmass Co. as its president ? 

Mr. Dunuam. No: I did not know. 

Senator Douatas. As vice president ; 

Mr. Dunnam. As vice president, I did not know until afterward. 

Senator Dovetas. Until after the loan was made? 

Mr. Dunnam. After the loan was approved. 

Senator Doveras. The prospectus revealed the facts that Mr. Freeze 
was going to—— 


— 
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Mr. Dunuam. The loan was approved at the time the prospectus 
was Issued, 

Senator Dougias. You say: 

Texmass loan has been much criticized. This time the erities have a 
point: events which have arisen make it apparent there is a greater element of 
risk than was evident at the inception 

Is it not a fact that this subcommittee made a report before the loan 
was granted pointing out all of these facts and stating that in their 
judgement it Was going to bea bad loan ¢ 

Mr. Dunnam. This subcommittee had a hearing 

Senator Douetas. It made a report. 

Mr. Duniiam. And they made a report and I read the report. 

Senator Dousnias. And the subcommittee st: ad that in their judg- 
ment it was an improper loan and that it would be a great financial 
risk to the Government. Is it not il fact that everything which was 
prophesied in the report of the subcommittee has been borne out 4 

Mr. Dunnam. The point that the subcommittee could not know 
and did not know and that has happened since is that a number of 
lawsuits in which the company has been engaged at great risk to— 

Senator Dovetas. This committee prophesied that those would 
occur, that the wells were not good wells, that they were widely dis- 
tributed, that there was virtually nothing to indicate that it was a 
sound venture. 

Mr. Dunnam. Well, in the light of what has happened I think you 
havea point. 

Senator Doueras. Is it not true that in this matter the subecommit- 
tee was correct before the loan was made and the RFC was wrong in 
its judement 7 

I know it is very hard for an administrative agency to admit that 
a legislative body is ever correct in these matters, but is it not true 
that in this matter this subcommittee made a definite and specific 
finding that the Texmass loan was a highly doubtful loan, more than 
doubtful: that it should not have been made ; and yet you went ahead 
with it and if we judge events accurate ly it has been the subeommittee 
that is right ? 

I merely mention this because you imply that no one could have 
known in advance that this would be a sour loan. This subeommittee 
knew it would be a sour loan and Senator Fulbright and I both felt 
that that loan should not be made. I simply want to have this go 
into the record. 

Asa matter of fact, the general economic picture since the loan has 
been made has improved. 

May I ask this: Was not one of the primary things that was done 
under this Texmass loan to bail out the Joltn Hancoc k Life Insurance 
Co.. the Massachusetts Mutual Life Insurance Co. and this Boston 
group of investors so that their losses would be minimized and, as a 
practical matter, has not their loss been shifted from their shoulders 
onto the RFC? That has been a practical consequence of this loan, 
is not that true? 

Mr. Dunnam. No: I do not think- 

Senator Doveras. If you had not made a loan these people would 
have been compelled to bear the losses, but as a matter of fact the 
joan which was made went, in large part, into their pockets and there- 
fore diminished their losses: is not that true ? 
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Mr. Dunuam. The loan as originally presented contemplated that 
we should do exactly as you say we did. It now, however, 1s true that 
as the loan was made they retained an interest, they retained an 
investment of some 4+ or 5 million doll: ars in the loan SO thi: it the Vv were 
partners to that extent. 

As I call attention in my statement, this committee has been quite 
prompt to criticize people who have bad names and | think we are 
connected with some ot the best people in the { nited States in that 
loan. I think it hasa chance 

Senator DouGLas. They were not active. Do not start dragging the 
Massachusetts blue bloods into this because they were not active pro 
moters of the loan. They had invested in the original group and they 
were in part being bailed out. We are not saying 
down here in person but I would like to point out that the results of 
this were to give millions of dollars to Massachuse Mutual, to Jo 
Ifancock and to this group of investors and to ‘limin: ish the loss which 
they otherwise would have had. Is not that true 

Mr. Dunnam. That is the practical application, perhaps, but it is 
also true, Senator, if you please 

Senator Dovel \sS. Dic | vou know that the John Hea cock ana Mas 
sachusetts Mutual were actively working for this RFC loan / 

Mr. Dunnam. No. 

Senator Doveias. Did you have any political influence brought to 
hear upon you to grant the loan 

Mr. Dunnam. Not one bit. 

Senator Doueias. Did the Democratic National Committee try to 
call you over about the loan ? 

Mr. Dunnam. No, sir. Ihave no recollection of anything lke that. 

Senator Dot GLAS, Did the Republican Nationa] ( om mittee ¢ il] you 
about the loan ? 

Mr. Dunnam. No, sir: [have no recollection. 

Senator Doveias. Did any Congressman or Senator call you about 
the loan ? 

Mr. Dunnam. Not that I remember. 

Senator Doveias. Or write you about the loan’ In favor of the 
loan ? 

Mr. Dunitam. Well, that I would have to look up in the record. 
[don’t know. We get a lot of letters. I don’t know. 

Senator Dovenas. Did Mr. Smith have an attorney besides Mr. 
Johannon ? 

Mr. Dunnam. He may have. 

Senator Doveias. Do you know if he did ? 

Mr. Dunnam. I don’t remember if he did, sir. My record may 
show if he came to my office. 

Senator Doveias. Mr. Dunham, you made a statement before our 
subcommittee that you favored the Texmass loan because Detroit was 

i big automobile center and they used a lot of gasoline and if there 
was anything that was benefici: il to the oil industry it would there- 
fore be beneficial to Detroit and therefore in the pub lie interest. That 
was the only reason that you assigned for granting the Texmass loan. 
Upon mature reflection does that seem to be a very sound reason to 
make a loan for $10,000,000 ? 

Mr. Dunnam. I think you are overestimating the only consid- 
eration. 


r that they came 
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Senator Dovetas. That is your statement. I took very careful 
notes on that and that was your testimony. 

Mr. Dunnam. What I said and what I still mean is that without 
oil there would be no Detroit. 

Senator Dovetas. And that therefore anything which increased the 
production of oil was to the interest of Detroit 4 

Mr. Dunnam. Was very essential ; yes, sir. 

Senator Doveias. And you thought that this Texmass loan on oil 
roperties scattered over several States, none too promising in nature, 
would be beneficial to Detroit and, therefore, the loan should be made 

Mr. Dunnam. Beneficial to the country, Senator. 

Senator Doucuas. Therefore, any loan to develop oil is beneficial 
to the country and should be made ? 

Mr. Dunnam. That is right. You realize that in the last World 
War 60 percent ot the shipments overseas were pet roleum products ¢ 

Senator Doveras. That does not necessarily justify this Texmass 
loan. 


Mr. Dunnam. It does not justify it, Senator, but we are dealing 
in things that are us whe g in daily indus trial life and we are an industrial 
country. 


Senator Dovenas. I would like to ask vou if there is any statement 
of fact which we made in our subcommittee report which was wrong, 
or any prophecy which we made which was not fulfilled ¢ 

Mr. Dunnam. I don’t know of any and I do not know of any that 
vou made, as a matter of fact. I would be glad to look them over and 

I want to make this statement: There are 45 million ae, cars, 


and busses on wheels in America and — use 2.4 million barrels of 


gasoline every day, and 63,000 barrels of lubricating oil every day 
and the investment in that business is hea like 414 billion dol- 
lars. Right or wrong that was my justification, among other things. 


I think the os will work out. I hope it will work out. If it does not 
you are just a victim of my bad judgement, among others. 

Senator Dovatas. I would like to put into this record at this point 
excerpts which we have compiled from vour diary dealing with the 
Texmass affair, conversations with Mr. Ronnie Smith and Ross Bo- 
hannon; the original introduction on July 11. 1949; the conversa- 
tions on the 12th of July, the 20th of July, the 20th of July, the 20th 
of July. the 21st of July, the 25th of July, the 26th of July, the 29th 
of July. I notice on August 15, Mr. Prince of the Office of Toans 
came to see you and had with him a Mr. Samuel Smith, of oe 
Do you know who Mr. Smith was? 

Mr. Dunuam. I did at the time but I have no recollection now who 
he is. 

(The excerpts referred to were discussed and then put into the 
record. See p. 1353.) 

Senator Dovenas. Is he connected with the John Hancock—well, he 
was connected with the Boston investors’ group, the membership of 
which is listed on pages 20 and following of our report (S. Rept. 1689, 
Sist Conge.. 2d sess.). 

Senator Bricker. What was the vote of the Board on this Texmass 
loan ? 

Mr. Dunnam. That was a loan, Senator, that was made by a 
minority of the Board. Mr. Gunderson and I voted for it. Mr. Mulli- 
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gan absented himself from the meeting. Mr. Willett voted against it. 
Mr. Hise stated to me that if necessary he would vote for it but he 
would like to disqualify himself. 

Senator Doucias. What did you mean by this phrase, “would if 
necessary” ¢ 

Mr. Dunuam. If necessary to approve it. He stated that both to 
Mr. Gunderson and to me. 

Senator Dovenas. At least he did not oppose it ? 

Mr. Dunnam. He did yot oppose it. He thought it should be made. 

Senator Doueias. I notice, continuing, Friday, September 9, Mr. 
Ronnie Smith telephoned: Wednesday, the 14th, Mr. Ronnie Smith 
called; Friday, September 16, Mr. Ronnie Smith, Ross Bohannon, 
and Kineaid called: Monday. September 19, Mr. ‘Thornton of the 
Mercantile National Bank, ot Dallas, phoned VOU; September 93, Mr. 


Ronnie Smith called: September 28, Mr. Ronnie Smith called. 
September Zz Mr. Rov Burton telephoned: September ZO, Me SSI 
Ronan, Willett, and Rhett called relative to Texn 5 September ZO 


Mr. Bohannon called; September 29, Mr. Ronnie Smith called; 
September 29, you telephoned Bohannon. 

October 4, Bohannon telephoned you; October 5, Messrs. Hatcher, 
Bohannon, and Johnson called on you; October 5, Mr. Thurman 
Wright. of the Legal Division. called about this matter. 

Mr. Thurman Wright talked with you on the 7th; on the 7th you 
talked with Mr. Bohannon over the telephone at Dallas: Octobe 
Mr. Allen Freeze telephoned. Said people from Texmas 
fied with 50 pereent condition. 

Was Mr. Freeze then an employee of the RFC 

Mr. Dunnam. On what date? 

Senator Doueias. October 7, 1950? 

Mr. Dunnam. An employee of the RFC at that time: yes, sir. 


x 6 Me 


Senator Dovueias. Then he did have somethi & tO Go \ h this loa 
while he was an employee ¢ 

Mr. Dunnam. Yes: I think he did. 

Senator Doueuias. And not merely with the SEC but with the me 
bers of the Board ? 

Mr. Dunnam. Understand, the loan was approved at that tir 

Senator Doveras. But the disbursement had not been made / 

Mr. Dunuam. The disbursement had not been made, that is right. 

Senator Doveias. And the loan had to be reapproved. I find that 


on October 10 he telephoned you re the Texmass Petroleum Co.—that 
is, Mr. Freeze. 

October LY he telephoned you, so those were three contacts withi 
a week, 

November 2, Mr. Ronnie Smith telephoned; November 3, he called 
on you. 

Two calls by Mr. Glidden. 

On Thursday, December 1, Mr. Allen Freeze talked with you about 
Texmass. He was still an employee of RFC Previously you said 
you were not there when Mr. Freeze talked to you about Texmass. 

Mr. Dunnam. I said what, sir? 

Senator Dougnias. Pardon me. When I said Friday, October 7. 
1950, that should be October 7. 1949. . 

Monday, December 5, you telephoned Mr. Wheeler, of the Second 
National Building at Houston about the Swiss Oil Co. being a member 
of the Texmass. 


lh 
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Tuesday, December 13, you talked with Mr. F. J. Carr, of the Mas 
sachusetts Mutual Life Insurance Co. You said you had had no con 
tact with anyone from the Massachusetts Mutual Life. Carr was the 
preside nt of the Massachusetts Mutual Life. 

Mr. Dy NITAM. My records are undoubted], complete on that. | 

I had no recollection, sIr. 
enator Dovenas. Yes; I understand. Then you did talk with 
someone from (he Massachusetts Mutual. Does that check with your 
data / ~ 
Mr. Dunnam. Yes: Lam sure I did if that is what it says. 
Senator Doucias. Friday, January 6, Mr. Ronnie Smith called on 

Dunham re Texmas 

January 9, 1950, Mr. Ronine Smith called with Mr. Garrett 


Wednesday, January 11, Mr. Harry MeDonald. Chairman of the 


SEC, telephoned re Texmass. You assured him that everything was 
in order in connection with this loan. 

January lv you telephoned Mr. Smith again and told him every 
thing in connection with ‘Texmass was in order. 


Phursday, January 19, you talked with Mr. Nielson about the Tex 
mass loan. Who is Mr. Nielson / 
el Dunnam. Secretary of the RE 
‘nator — Las. Thursday, January 19, vou telephoned Mr. Harry 
MeDonal Chairman of the SEC. 


Mrida January 20, you talked with Mr. Willard. Again on Janu 


ary 2 ite. Ronnie Smith lepho ed vou about the Fuibright investi 
‘ 1? } . e 
eation. senator Fulbright was already voing into this matter. 


Phursday, January 26, Mr. Martin Hayden, of the Detroit News 
telephoned you about an article that Was tO appear mn the Provi lene 
Journal about Texmass. You telephoned Mr. Merritt about it. 

Thursday, February 2, Mr. Ronme Smith telephoned. He late: 

ne to the office and reported he talked to Mr. Hise. Everything 
fine Mr. Hise is absolutely on his side. 

Tuesday, February 7, Mr. Ronnie Smith telephoned. 

Wednesday, February 8, Mr. Ronnie Smith called on vou. 

Wednesday, February &. Mr. Bohannon called on you. 

Monday, February 13, Mr. Smith telephoned from Memphis on 
action taken in conjunction with Texmass at the morning meeting. 

Thursday, February 16, Mr. Ronnie Smith telephoned from Dallas. 

Monday, February 20, Messrs. Ronnie Smith, Ross Bohannon, and 
Mr. Lund called on you about Texmass. 

Mr. Ronnie Smith called you on February 21. He telephoned you 
on February Z 

February 24, Mr. Burton telephoned. 

February 24, Mr. Ronnie Smith telephoned and thanked you for 
eve rvthing you “hi ad done in his behalf and asked you to spe ak to Mr. 
Harry Me ‘Donald for him. 

Mr. Ronnie Smith called you on March’9 

Senator Carpenartr. Who is Ronnie Smith / 

Mr. Dunnam. He is operating vice president of Texmass. 

Senator Carenarr. He certainly did a lot of telephoning, did he 
not ¢ 

Senator Dovertas. He telephoned you on March 16, 17, 20, tele- 
phoned vou on Mareh 20 
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Now, Mr: FP. J. Carr, On April 12. called on Vol —the president ot 
Massachusetts Mutual Life Insurance Co. called on you about Tex- 
mass. 

Were they urging you to disburse this loun so that they could get 
some of the money ¢ 

Mr. Dunuam. I don’t remember the conversation, sir. What is that 
date of that ¢ 

Senator Doveias. April 12.1950. You have an entry about a hear 
ing before our committee. 

Mr. Dunnam. I would @uess that was about the time of the dis 
bursement. 

Senator D IUGLAS. Ye Ss he Was interested inthe d bursement. 

There was a hearing by our subcommittee on the SL5.000.000 loa 


1 


not disbursed, and he called on you the day before that first hearing 
Did he call on you in conjunction with the hearme ¢ 

Mr. DUNHAM. You mean who by “he? 

Seantor Dovguas. I. J. Carr. 

Mr. Di NHAM. I dont remember that he even d ssed 

Senator Dovuguas. Is this a coincidence that he was in town 4 

Mr. Dunuam. Yes. [don't remember what was said, sir. 

Senator Dovugias. There is a second time he called o Vous Mond LV. 
April 17. Messrs. Ronie Smith and Ross Bohannon called on vou. 

Wedne slay, April LY, Ronnie Smith called on VO 

‘| hursday, April 20, Ronnie Smith telephone i 
Wednesday, April 26, Mr. Freeze telephoned Ronnie Smith in Dall 


] a4 ; { 
and rerayea the folle Why information to Mr. Dunham: 


Mr. Smith stated that nothing has been done in Dallas et llowever, she a 
the information get out, the inevitable was bound to hb: en 
What was this information which they were afra would get out ? 


Mr. DuNnuHaAmM. What is the date of that. sir 
Senator Dovenas. April 26, 1950, 


Mr. DuNnHAM. Apparently nhead of that. or on that me dav. wa 
a statement upon the suit inthe Swiss Oil Co. matte 


On the same dav, apparently. it referred to a suit Swiss Oil Ce Mi 
Theodore Herz, REC subcommittee, telephoned re Texm | he heard a 
rumor to the effect that receivership proceedings | heen st ed and tha 
petition had been filed against ‘TexXmass Mr. Dunham telephoned Devin and 


Dougherty to inquire about the rumor. 


seehator Dot GLAS. Is it true that On the 26th. the same day that Mr. 


Ronnie Smith tel phoned Mr. Freeze, that the Board turned down an 
extension of the loan / 

Mr. DunHaAM. I don't know the date when it was « 

Senator Doucnas. It Says here in vour entry Mr. Dunham informed 
Glidden that the extension had been turned down by the Board this 
morning. Messrs. Hise and Mulligan refused to vote. Mr. Willett 
voted against it: the refore you must have voted for it ho: it Was not 
carried. The extension was not granted. That would have put the 
company in a pretty severe—well, not only the company but Massa 
chusetts Mutual, John Ilancock, and the Boston investors group i 


a Very severe postition, would it not They would not have recelvec 


Krended, 


any money ¢ 
Mr. Dunnam. That may have been the thing that was referred to 
Senator Dovucrias. That would have killed the loan. 
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Mr. Dunnam. It could have been revived, but that would have 
killed it at that moment. 

Senator Dove.ias. Then on Thursday, April 27, the next day, Ronnie 
Smith and L. B. Glidden called on you in advance of the board meeting. 

Mr. Dunuam. If the record shows that 

Senator Dovcrias. And on that same day the board met and gave a 
30-day extension / 

Mr. Dunnam. Oh, yes. 

Senator Doucias. And you voted for the extension / 

Mr. Dunnam. Yes, sir. 

Senator Doveias. Why did vou do that ¢ 

Mr. Dunnam. It is customary, Senator, to always do that. 

Senator Dovcias. You turned it down on the day before. Now 

why did you grant it on the subsequent day ¢ 

Mir. Donuam. I mean by that unless there is some special reason 
why it should not be made, ut re uston So 

Senator Dovucias. But the day before it had been turned down. 
Now on the 27th— 

Mr. Dun \M, The other directors reconsidered, apparently, | did 
not. 

Senator Dovetas. Had you voted for it the day before? 

Mr. Dunnam. I do not remember, but I would have voted for the 
extension, I am sure. 

Senator DouGLAs. So you voted for it both days ? 

Mr. Dunuam (reading from his diary) : 





M Glidden informed him that extension had been turned down by the 

Bonrd. Messrs. Hise and Mulligan refused to vote. Since Mr, Willett voted 

iinst it, Mr. Dunham refused to be a party to it stating the attorneys had 
ved it -_ 


Senator Doverias. Did you vote for or against them ? 

Mr. ri im. It was not brought to a vote that day. 

Ss ‘ Dove6tas. You say the Board had turned it down. 

Mr He NuHAM. The did not approve it; in that sense they turned it 


Senator Doveras. If they did not approve it, they turned it down. 

Mr. Dunnam. That is right. 

senator Dor GLAS, But on the next day the soard reversed itself ? 

Mr. Dunnam. That apparently is true. 

meenator Dot GLAS. Well, I have a whole series of records of and 
conversations with Messrs. Allen Freeze and Ronnie Smith. I find 
\llen Freeze called on you with Ronnie Smith on the 28th of April, 
the day after. He telephoned you on the ist of May, called you 
on May 3. Did you not know that he was active ly ui’) in behalf 
of the Texmass loan while he was an employee of the Board? 

Mr. Dunnam. Senator, I do not remember the exact date. but I 
think at that time he was on annual leave, he had sold his home in 
Washington. 

Senator DowGLas. That he had ceased to be an employee of the 
RFC? 

Mr. Dunnam. No. 

Senator Dovanas. Was his name still carried on the personne] list ? 

Mr. Dunnam. If you please, I think he had sold his home in Wash- 
ington and had moved to Dallas at that time. I am not exactly 
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familiar with the date. I am sure that that occurred, that he was 
on his 

Senator Dovenas. I think you will find it was long after April that 
Mr. Freeze formally went to work for Texmass. He was still sup- 
posed to be an employee of RFC and was carried on the personnel 
records of RFC. 

Mr. Dunnam. That is right. He was on his vacation time. 

Senator Doveéias. You mean on his vacation time he could profes- 
sionally represent a potential borrower from RFC? 

Mr. Dunuam. No. Iam not sanctioning that at all. I am telling 
you what happened. Ido not remember the conversations I had with 
him. 

Senator Douc.as. Listen to this: 





Wednesday, May 3, 1950, Mr. Allen Freeze called on Mr. Dunham to clear 
with him report prepared on Texmass to Fulbright committee. 

So that Freeze, who was appearing inside the RFC on behalf of the 
Texmass loan, talks over with you the report which the RFC should 
make in reply to the inquiries which Senator Fulbright and our sub- 
committee were making? 

Mr. Dunnam. Evidently somebody made that report, and it had to 
be cleared with the Directors, Senator. 

Senator Doveias. And Mr. Freeze was very acti ve in saying that 
that was a report which did not reflect adversely on ‘Texmass. 

Senator Carenart. Mr. Chairman, may I ask question 4 

How long do you intend to go on’ Do you ahead to call Mr. 
Dunham back for questioning, or do you expect to finish now! 

Senator Dovenas. There is still a lot of material. 

Senator Carenartr. I know there is, and I wondered if we ought to 
call him back tomorrow or some other time. 

Senator Dovetas. I will put this whole document into the record. 
I think it indicates—— 

(The excerpts from Mr. Dunham/’s office records, referred to above, 
are as follows:) 


Excerpts From Diary of WALTER L. DUNHAM—TEXMASS PETROLEUM (CO 


Monday, July 11, 1949: Senator Vandenberg’s office telephone: \- made appoint 
ment for Messrs. Ronny Smith and Ross Bohannon to see Mr. Dunham tomorrow 
at 2 o’clock re Texmass Petroleum Corp. of Dallas, Tex 


Tuesday, July 12, 1949: Mr. Ronnie Smith called on Mr. Dunham at the request 
of Senator Vandenberg re Texmass Petroleum Corp. Telephoned Mr. Rochelle, at 
Mr. Dunham’s request, to learn status of application, which is as follows: Ap 


plication received here June 28 for $15,925,000. Mr. Rochelle thinks report will 
be ready for presentation to review committee sometime tomorrow—will probably 
go to the Board next Thursday. 

Wednesday, July 20, 1949: Messrs. Ronnie Smith, Ross Bohanan, Hatcher, and 
Kineaid called on Mr. Dunham re Texmass Petroleum Co. of Dallas, Tex. 

Wednesday, July 20, 1949: Mr. Ben Wooten, vice president, Republic National 
sank, Dallas, Tex., telephoned re Texmass Petroleum Co 

Wednesday, July 20, 1949: Mr. Nathan Adams, president, First National Bank, 
Dallas, Tex., also called re the same matter. 

Thursday, July 21, 1949: Mr. Ronnie Smith, Texmass Petroleum Co., telephoned 
to thank Mr. Dunham for his courtesies to him and his associates 

Monday, July 25, 1949: Mr. Ronnie Smith telephoned to inquire whether Tex 
mass Petroleum Co. application had been approved. Mr. Dunham told him the 
Board had deferred it; also told him he should have the entire matter explored 
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by a competent firm of engineers who could give an estimate as to just what the 
property is worth. 

Tuesday, July 26, 1949: Mr. Ronnie Smith, Texmass Petroleum Co., Dallas, 
Tex., called on Mr. Dunham. 

Friday, July 29,1949: Mr. Ronnie Smith telephoned from Boston. 

Monday, August 15, 1949: Mr. Prince, of the Office of Loans, came in to see 
Mr. Dunham. Had with him a Mr. Samuel A. Smith, of Boston. 

Friday, September 9, 1949: Mr. Ronnie Smith, Texmass Petroleum Co., tele 
phoned. Made appointment to see Mr. Dunham Wednesday morning at 8:45. 

Wednesday, September 14, 1949: Mr. Ronnie Smith called on Mr. Dunham this 
morning re Texmass Petroleum Co. of Texas. 

Friday, September 16, 1949: Messrs, Ronnie Smith, Ross Bohannon, and Kin- 
eaid called on Mr. Dunham re Texmass Petroleum Corp. 

Monday, September 19, 1949: Mr. Thornton, of Mercantile National Bank, 
Dallas, phoned Mr. Dunham re Texmass. 

Friday, September 23, 1949: Mr. Ronnie Smith called on Mr. Dunham re Tex- 
mass Petroleum Products. 

Wednesday, September 28, 1949: Mr. Ronnie Smith, Texmass Petroleum Corp. 
called on Mr. Dunham. 

Wednesday, September 28, 1949: Mr. Roy Burton telephoned. 

Wednesday, September 28, 1949: Messrs. Ronan, Willett, and Rhett called on 
Mr. Dunham re Texmass Petroleum. 

Wednesday, September 28, 1949: Mr. Ross Bohannon called on Mr. Dunham re 
Texmass Petroleum. 

Thursday, September 29, 1949: Mr. Ronnie Smith called on Mr. Dunham this 
morning re application of the Texmass Petroleum Co. 

Chursday, September 29, 1949: Telephoned Mr. Ross Bohannon re Texmass 
Petroleum. 

Tuesday, October 4, 1949: Mr. Ross Bohannon telephoned. Said he would stop 
by the office sometime tomorrow to thank Mr. Dunham for everything he has 
done for his company. 

Wednesday, October 5, 1949: Messrs. Earl Hatcher, Ross Bohannon, and John- 
son called on Mr. Dunham re Texmass Petroleum. 

Wednesday, October 5, 1949: Mr. Thurman Wright, Legal Division, telephoned. 
Said he is ready to talk with Mr. Dunham re Texmass Petroleum. Mr. Dunham 
said he would see him sometime tomorrow. 

Friday, October 7, 1949: Mr. Thurman Wright talked with Mr. Dunham this 
morning re Texmass. 

Friday, October 7, 1949: Talked with Mr. Ross Bohannon at Dallas, Tex. 
©. B. Conversation was in connection with the conditions as set forth in the 
resolution. (See memo in Texmass file dated today.) 

Friday, October 7, 1949: Mr. Allen Freeze telephoned. Said people from Tex- 
mass were satisfied with 50 percent condition. Mr. Dunham stated he would 
like a letter from them to that effect. 

Monday, October 10, 1949: Mr. Allen Freeze telephoned re Texmass Petroleum 
Co. 

Wednesday, October 12, 1949: Allen Freeze telephoned re Texmass Petro- 
leum Co. 

Wednesday, November 2, 1949: Mr. Ronnie B. Smith telephoned from Dallas, 
Tex. He will be in tomorrow at 11 o'clock. 

Thursday, November 3, 1949: Mr. Ronnie B. Smith (Texmass) of Dallas, Tex., 
called on Mr. Dunham. 

Vednesday, November 9, 1949: Mr. L. B. Glidden, manager of the Dallas loan 
agency, called Mr. Dunham. 

Monday, November 28, 1949: Mr. L. B. Glidden, manager of the Dallas loan 
agency, called Mr. Dunham. O. B. 

Thursday, December 1, 1949: Mr. Allen Freeze talked with Mr. Dunham re 
Texmass. Mr. Dunham telephoned Mr. Glidden of Dallas to get the entire picture 
and Mr. Glidden said he would be willing to go along with Mr. Dunham re this 
loan 
Monday, December 5, 1949: Telephoned Mr. J. B. Wheeler, Second National 
Building, Houston, Tex., in response to his letter of December 1 re Swiss Oil Co 

ne one of the members of the Texmas Petroleum Products of Dallas. 

luesday, December 13, 1949: Mr. F. J. Carr, of the Massachusetts Mutual Life 
Insurance Co., Springfield, Mass., called on Mr. Dunham. Called Mr. Bill Devin 
while Mr. Carr was here. 
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Monday, December 19, 1949: Mr. C. B. Rollins telephoned to say that it would 
not be necessary for him to talk with Mr. Dunham re Texmass. 

Friday, January 6, 1950: Mr. Ronnie Smith called on Mr. Dunham re Texmass. 

Monday, January 9, 1950: Mr. Ronnie Smith called on Mr. Dunham with a 
Mr. M. M. Garrett. Mr. Garrett went to Mr. Burton’s office when he left here. 

Wednesday, January 11, 1950: Mr. Harry McDonald, Chairman of the SEC, 
telephoned re Texmass and their attempt to file a registration statement with 
the SEC. Mr. Dunham assured Mr. McDonald that everything was in order in 
connection with this loan. 

Thursday, January 12, 1950: Telephoned Mr. Ronnie Smith. Told him every- 
thing in connection with Texmass is in order. 

Thursday, January 19, 1950: Mr. Dunham talked with Leo Nielson re Texmass 
loan. 

Thursday, January 19, 1950: Telephoned Mr. Harry McDonald, Chairman of 
the SEC, re this same matter. Mr. Dunham promised to send reports and other 
data to Mr. Katzin (who is in Mr. McDonald's office), room 269, tomorrow. 

Friday, January 20, 1950: Mr. Dunham talked with Mr. E. R. Willard, engineer, 
re Texmass loan. 

Wednesday, January 25, 1950: Mr. E. R. Willard, engineer, talked with Mr 
Dunham re Texmass. Mr. Dunham told him his report on this subject was ex- 
cellent—very intelligently summed up. Sent copy to each Director. 

Wednesday, January 25, 1950: Mr. Ronnie Smith, Texmass, telephoned from 
Dallas, Tex. Said he expects to be in Washington next week to see Senator 
Fulbright and give him all the facts. Seems to think everything will be all 
right. Said the Senator had stated that newspaper reports were erroneous 
that he was not against this loan; simply wanted the facts first-hand. Mr. 
Smith stated also that Mr. Glidden, agency manager, will be here next week 
with his attorney to straighten certain matters out in connection with this 
loan. 

Thursday, January 26, 1950: Mr. Martin Hayden, the Detroit News, telephoned 
re article that is to appear in the Providence Journal re Texmass. 

Thursday, January 26, 1950: Mr. Dunham telephoned Mr. Merritt re the above 
and told him he would like to have a copy of the Providence Journal containing 
the story. Mr. Merritt said he had talked with Mr. Collins, the newspaperman 
writing the article, today and Mr. Collins assured him that he would have a 
copy of it as soon as available. 

Thursday, February 2, 1950: Mr. Ronnie Smith telephoned. Later came to 
the office to report that he had talked with Mr. Hise and everything is fine. Mr. 
Hise is absolutely on his side. Also talked with Senators Fulbright, McKellar, 
Connally, Kerr, and Johnson who stated to Mr. Smith that everything wouid be 
all right—not to worry. 

Tuesday, February 7, 1950: Mr. Ronnie Smith telephoned. Said he would like 
to discuss one matter with Mr. Dunham before leaving town at the suggestion 
of Mr. Hise. Coming in tomorrow. 

Wednesday, February 8, 1950: Mr. Ronnie Smith, Texmass Petroleum Co., 
called on Mr. Dunham at the request of Mr. Hise to discuss matter in connec 
tion with some of the investors of Texmass. 

Wednesday, February 8, 1950: Mr. Ross Bohannon, Texmass Petroleum Co., 
called on Mr. Dunham to discuss legal matter in connection with this loan 
Telephoned later and said he had talked with Leslie Biffle. Mr. Biffle was most 
complimentary about the RFC. 

Monday, February 13, 1950: Mr. Ronnie Smith telephoned from Memphis, 
Tenn., re action taken in connection with Texmass at this morning’s meeting. 
Mr. Dunham recited to him in detail just what had been done 

Thursday, February 16, 1950: Mr. Ronnie Smith telephoned from Dallas, 
Tex. Said he had been in touch with Mr. Glidden, of the agency, who stated 
that he has not heard anything from Washington as yet re Texmass resolution. 
Mr. Dunham said he would follow through the matter with Mr. Ronan. 

Monday, February 20, 1950: Messrs. Ronnie Smith, Ross Bohannon, and a 
Mr. Lund called on Mr. Dunham re Texmass. Chauncey Dodds was also present 
at this meeting. 

Tuesday, February 21, 1950: Mr. Ronnie Smith called on Mr. Dunham in cor 
nection with Texmass. 

Tuesday, February 21, 1950: Mr. Dunham telephoned Mr. Roy Burton while 
Mr. Smith was in the office. 

Thursday, February 23, 1950: Mr. Ronnie Smith telephoned. Said he is ill 
and unable to leave his hotel room. However, Mr. Ross Bohannon would eall on 
Mr. Dunham in his place. 
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Friday, February 24, 1950: Mr. Roy Burton telephoned. Said we have cleared 
the petroleum engineers selected by Texmass. Notified Mr. Bohannon at the 
Statler Hotel. 

Friday, February 24, 1950: Mr. Ronnie Smith telephoned from the airport— 
on his way to Detroit this evening. Thanked Mr. Dunham again for everything 
he has done in his behalf and asked him to speak to Mr. Harry MeDonald 
for him. 

Thursday, March 9, 1950: Mr. Ronnie Smith called on Mr. Dunham. Made 
appointment to see Mr. Dunham tomorrow with Mr. Henry Keplinger, an engineer. 

Thursday, March 16, 1950: Mr. Ronnie Smith telephoned re Texmass. Mr. 
Dunham told him that any further action on this matter will be deferred until 
the return of Mr. Willard. 

Friday, March 17, 1950: Mr. Ronnie Smith called on Mr. Dunham. 

Monday, March 20, 1950: Mr. Ronnie Smith called on Mr. Dunham re Texmass 
loan. 

Monday, March 20, 1950: Mr. Ronnie Smith telephoned. 

Friday, March 24, 1950: Mr. Glidden telephoned from Dallas re Texmass 
matter. 

Wednesday, April 12, 1950: Mr. F. J. Carr, Massachusetts Mutual Life In- 
surance Co., called on Mr. Dunham re Texmass. 

Thursday, April 18, 1950: Committee on Banking and Currency: Subcommit- 
tee held hearings on the $15,100,000 authorized loan, which has not been dis- 
bursed, to the Texmass Petroleum Corp., with the following witnesses discussing 
the facts, characteristics, nature, and legality of the loan: Harley Hise, Chair- 
man; Walter L. Dunham, Director; James L. Dougherty, legal counsel; J. W. 
Considine, controller; and BE. B. Glidden, regional manager at Dallas, all of the 
RFC; Lindsay C. Warren, Comptroller General, GAO; and Harry Heller and Wi- 
liam H. Mack, both of the SEC. Subcommittee adjourned subject to call of the 
Chair. 

Monday, April 17, 1950: Messrs. Ronnie Smith and Ross Bohannon, of Tex- 
mass, cailed on Mr. Dunham. Said they had a fine meeting with Senator 
Fulbright this morning. 

Wednesday, April 19, 1950: Mr. Ronnie Smith called on Mr. Dunham. 

Thursday, April 20, 1950: Mr. Ronnie Smith telephoned. Said he had a nice 
talk with Senator Lucas this morning and that the Senator told him not to 
worry about anything—that the RFC, in his opinion, is not lenient enough and 
is doing a wonderful job. Also stated that, as far as Mr. Jesse Jones’ statement 
is concerned, if there is any abolishing to do Mr. Jones himself should be 
abolished. Mr. Smith is at the Statler Hotel, room 450. 

Wednesday, April 26, 1950: Mr. Freeze telephoned Mr. Ronnie Smith in Dallas 
and relayed the following information to Mr. Dunham: “Mr. Smith stated that 
nothing has been done in Dallas as yet. However, should the information get 
out, the inevitable was bound to happen.” 

Wednesday, April 26, 1950: Mr. Glidden telephoned from Dallas, Mr. Dunham 
informed him that the extension had been turned down by the Board this morn- 
in. Messrs. Hise and Mulligan refused to vote—Mr. Willett voted against it. 
Mr. Dunham refused to be a party to it, stating the attorneys have delayed it 
and that the Board should go on record as having granted a few additional 
days. 

Wednesday, April 26, 1950: Messrs. Gunderson, Mulligan, and Willett called 
on Mr. Dunham after lunch to discuss Texmass. Leo Nielson was called in. 

Thursday, April 27, 1950: Messrs. Ronnie Smith and L. B. Glidden, Dallas 
loan agency, called on Mr. Dunham in advance of the Board meeting re Texmass. 

Thursday, April 27, 1950: Mr. Dunham was present at the Board meeting at 
which the Directors voted to grant a 30-day extension to Texmass, 

Thursday, April 27, 1950: Relayed this information to Mr. Ronnie Smith, at 
Mr. Dunham’s request, when he returned to the office about 10: 30. 

Thursday, April 27, 1950: Mr. Dunham telephoned Mr. L. B. Glidden. Told 
him that, in talking with Mr. Herz the other day, Mr. Herz suggested that if and 
when the loan is made to Texmass that releases be obtained from Mr. Snowden. 
Mr. Glidden stated this has already been arranged. 

Friday, April 28, 1950: Mr. L. B. Glidden called on Mr. Dunham. 

Friday, April 28, 1950: Messrs. Allen Freeze and Ronnie Smith called on 
Mr. D. re Texmass., 

Monday, May 1, 1950: Allen Freeze telephoned. Said Mr. Dunham would 
perhaps remember that Mr. Ben Reed’s name was mentioned several times during 
the recent testimony on the Hill in connection with Texmass. It was stated at 
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that time that Mr. Reed was connected with the Mercantile National Bank in 
Dallas and had an interest in the loan. Mr. Freeze checked on this very 
thoroughly and learned that Mr. Reed resigned from the bank on January 1, 
1949, and has absolutely no connection with the bank or interest in the loan. 

Monday, May 1, 1950: Mr. Theodore Herz telephoned. Asked Mr. Dunham 
if there were any new developments in connection with the contemplated suit 
against Texmass. Mr. Dunham said he had heard nothing further. Also told 
Mr. Herz that he had discussed the Snowden matter with Mr. Glidden last 
week and everything is in order. 

Wednesday, May 3, 1950: Mr. Allen Freeze called on Mr. Dunham to clear 
with him report prepared on Texmass to Fulbright committee. 

Thursday, May 4, 1950: Mr. Ronnie Smith, Texmass, called on Mr. Dunham. 
Mr. Dunham gave him copy of letter from Mr. Glidden, addressed to Mr. Dodds, 
and asked him to discuss it with Mr. Dodds, which he did. Returned later to 
tell Mr. Dunham that Mr. Dodds had called Mr. Henrich in and they went over 
the matter very thoroughly. Report was being written which would have action 
tomorrow morning at the request of Mr. Hise. 

Thursday, May 4, 1950: Mr. Walter Young’s office telephoned. Said Mr 
Young and Mr. Considine were anxious to discuss Texmass report with Mr. 
Dunham. Mr. Dunham telephoned Mr. Young's office about 5:15—said he would 
be glad to see Mr. Young if he cared to come around. However, Mr. Young was 
not in his office at the time and apparently did not return before 5:30 as we 
received no further word from him. 

Friday, April 21, 1950: Mr. Willett telephoned re having Mr: Ronan or an 
other member of the review committee and Mr. Willard, engineer, present at the 
hearings re ‘Texmass tomorrow. Mr. Ronan called back later but Mr. Dunham 
had left the office—-gave him home telephone number. 

Friday, April 21, 1950: Mr. Dunham then telephoned Mr. Gunderson re the 
above and he thought it was a good idea. Also telephoned Mr. Luce who thought 
that possibly Mr. Ronan should be present to answer any pertinent questions 
which might come up with which he is familiar. 


Friday, April 21, 1950: Ronnie Sinith called on Mr. Dunhat 
Monday, April 24, 1950: Mr. Dodds called on Mr. Dunham to discuss Saturday’s 
session on the Hil! re Texmass. Mr. Willett joined them late cr. Willet 


stayed on to talk about Calumet loan, 

Monday, April 24, 1950: Mr. Glidden, Dallas loan agency, telephoned re dis 
bursement of Texmass loan. Mr. Dunham stated he could see no reason for de- 
lay—suggested he send a lettergrain to Mr. Dodds and copy to him. Mr. Gliddet 
said he would get it off Tuesday, 


Tuesday. April 25, 1950: Mr. Frank Prince telephoned to congratulate Mr 


Dunham upou his excellent testimony before the Committee on Banking and 
Currency on Saturday in defense of the Texmass loan. Stated that, from 
had heard, Mr. Dunham had made a fine showing 

Tuesday, April 25, 1950: Mr. Ronnie Smith telephoned Said he understood 
Senator Fulbright was through with Texmass and he thinks everything will be 
all right from now on. Thanked Mr. Dunham for everything he has done in 
behalf of Texmass since the inception of the loan—espevially for his excellent 


testimony before the committee on Saturday. 

Tuesday, April 25, 1950: Mr. Walter Young telephoned—said he was sending 
copy of testimony around for Mr. Dunham to read over and make the necessary 
corrections. Asked for its return as soon as convenient, 

Wednesday, April 26, 1950: Mr. Theodore Herz, REC Subcommittee telephoned 
re Texmass. Said he had heard a rumor to the effect that receivership proceed- 
ings had been started and a petition had been filed against Texmass, 

Wednesday, April 26, 1950: Mr. Dunham telephoned Messrs. Devin and Dough- 
erty to inquire as to the above rumor. Could not reach Mr. Devin: however, Mr 
Dougherty stated he had heard no such rumor. 

Wednesday, April 26, 1950: Telephoned Mr. Dodds—asked him the same ques- 
tion and when Mr. Dodds replied in the negative Mr. Dunham suggested he tele- 
phone Mr. Glidden and ask him. Mr. Dodds did so and the following is the in- 
formation he received from Mr. Glidden: “Mr. Glidden stated they are talking 
about a suit but it has not been filed as yet. It involves the Swiss Oil Co. It seems 
that Mr. Snowden deeded a lease to his wife which was lost and never recorded 
Mr. Glidden is not too clear about the matter but that seems to be the back- 
ground. Have threatened to file suit for $350,000 and ask for a receiver on that 
particular piece of property. Mr. Glidden and his attorney, Mr. Thompson, will 
be here tomorrow with all the facts.” 
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Wednesday, April 26, 1950: Mr. Dunham telephoned Mr. Herz and relayed the 
above information to him. 

Wednesday, April 26, 1950: Allen Freeze telephoned—stated he had received 
a call from Ronnie Smith who requested that action taken by the Board this 
morning re Texmass not be released. Mr. Dunham stated he thought this was 
a wise thing to do. Mr. Freeze said the subcommittee had telephoned (possibly 
Mr. Considine) asking what information was available re action taken by the 
Board this morning. Mr. Dunham suggested this matter be cleared with Mr. 
Hise or Walter Young. Asked Mr. Freeze to look into the matter. 

Friday, May 5, 1950: Mr. Ronnie Smith telephoned from Newark, N. J., on 
his way to Boston. ‘Told him Board had not acted on his matter as yet. 

Friday, May 5, 1950: Telephoned Mr. Smith later in the day to inform him that 
Board had approved his matter. Call was made to Hubbard 2-3414 in 
Boston. O. B. 

Monday, May 8, 1950: Mr. Ronnie Smith, Texmass, telephoned. Said he had 
just finished reading RFC’s reply to charges made by Fulbright committee and 
he thought it was excellent. Thinks it should be released to the press immediately. 

Wednesday, May 17, 1950: Mr. Chauncey Dodds telephoned. Said he had 
received a call from Mr. Glidden to the effect that a disbursement of $12,854,000 
had been made to Texmass. 

Wednesday, May 17, 1950: Mr. Dunham attended a special meeting re Texmass 
at 3:15. 

Wednesday, May 17, 1950: The following appeared in today’s Congressional 
Record: “Committee on Banking and Currency: In executive session, Subcom- 
mittee on RFC announced the approval of a report on the Texmass Petroleum 
Co. loan.” 

Thursday, May 18, 1950: Mr. Ronnie Smith telephoned from Dallas to tell Mr. 
D. that disbursement had been made yesterday. I informed him that Mr. 
Dunham already knew this—that Mr. Dodds had received a call from Mr. Glidden 
yesterday. Mr. Smith plans to be in Washington on Monday and will call on 
Mr. Dunham. 

Thursday, May 18, 1950: Mr. Considine telephoned re Texmass report which 
he had left with Mr. Dunham. Said the committee wanted it returned as soon 
as possible and, althongh Mr. Dunham has not seen the report as yet, it was 
returned to Mr. Considine. Mr. Dougherty has a typed copy of the same report. 

Thursday, May 18, 1950: Telephoned Mr. Ronnie Smith in Dallas, Tex.—Mr. 
Chauncey Dodds talked on the call as per Mr. Dunham’s request, 

Monday, May 22, 1950—Mr. Ronnie Smith, Texmass, called on Mr. Dunham. 

Wednesday, May 24, 1950: Mr. Ronnie Smith telephoned. 

Thursday, June 15, 1950: Mr. Ronnie Smith of Texmass called on Mr. Dunham. 

Friday, June 30, 1950: Mr. Ronnie Smith telephoned. 

Thursday, July 13, 1950: Mr. Ross Bohannon, of Texmass, called on Mr. 
Dunham. Left copy of report on remedial work program by leases, which Mr. 
Dunham stated to him was an excellent showing. Routed copy of this report to 
the other Directors for their information. 

Friday, July 14, 1950: Mr. Ross Bohannon came in to pick up copies of Texmass 
report on remedial program by leases. 

Tuesday, July 18, 1950: Mr. Ronnie Smith, Texmass, called on Mr. Dunham. 
Telephoned later in the day and told Mr. Dunham he had received some encour 
agement from Admiral Briggs, of the Navy Department, regarding the construc- 
tion of a pipeline from Texas to California that would be brought up later for 
further discussion as to financing through the RFC. He also stated that the 
attorneys’ fees of Johnson and Bohannon, in connection with Texmass matters, 
were being held up although they were listed in the report when the loan was 
originally authorized. He further stated that, due to the illness of Mr. Dough- 
erty, Mr. Bill Devin was handling it. I informed him I would talk the matter 
over with Mr. Devin. 

Wednesday, July 19, 1950: Mr. Ronnie Smith telephoned. Mr. Dunham in- 
formed him that he had been in touch with Bill Devin and that they would try to 
get the matter before the Board tomorrow. 

Vednesday, July 19, 1950: Mr. Smith further stated that he could be at Willow 
Run on Monday morning—at any time convenient to Edgar Kaiser. 

Thursday, July 20, 1950: Mr. Edgar Kaiser called on Mr. Dunham before and 
after the Board meeting. Mr. Dunham telephoned Ronnie Smith, told him Mr. 
Kaiser was here, and suggested he come over. Mr. Smith came accompanied by 
Mr. Ross Bohannon. 
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Thursday, July 20, 1950: Mr. Ross Bohannon telephoned to say he was leaving 
town—just wanted to say a word to Mr. Dunham before he left. 

Thursday, July 20, 1950: Mr. Ronnie Smith also telephoned to say he was 
leaving town. Messrs. Bohannon and Smith expect to return to Washington 
next week. 

Thursday, July 20, 1950: (See Mr. Dunham’s memo, dated today, re meeting 
between Mr. Ronnie Smith and Mr. Edgar Kaiser. Copy in Texmass file and one 
in Kaiser file). 

Thursday, August 10, 1950: Mr. Ross Bohannon ealled to congratulate Mr. 
Dunham. 

Thursday, August 10, 1950: Mr. Freeze called and said Mr. Bohannon and he 
were going up to the Hill and would like to see Mr. Dunham when they returned. 
Mr. Dunham talked with them at vw. 

Thursday, August 10, 1950: Mr. Ronnie Smith called from Bel Air, Mich. He 
said that he had talked with Mr. Asbey (referred by Mr. Kaiser) and he would 
appreciate Mr. Dunham calling Edgat * Kaiser. Mr. Dunham said that inasmuch 
as they are our borrowers, he did not think it wise to interfere, but at any rate 
he would think it over and see whut he could do for him. 

Tuesday, August 14, 1950: Mr. Ronnie Smith came in while Mr. Dunham was 
out of the office. Called him later at his hotel and he informed Mr. Dunham 
that Jack Ashby would let him know tomorrow definitely whether they could 
trade their line pipe for the casing. 

Tuesday, August 14, 1950: Mr. Ress Bohannon called from Dallas and said that 
a friend of his, Benjamin Wooten, president of First National Bank of Dallas was 
interested in FNMA; that he had talked with Mr. Willett who informed him that 
this was not going to be transferred. Mr. Dunham said he would check on this 
and call him back tomorrow. 

Wednesday, August 16, 1950: Called Ross Bohannon in Dallas to answer a 
request for information froin Benjamin Wooten, president, First National Bank 
of Dallas. 

Monday, August 21, 1950: Mr. Bohannon came in for a few minutes. 

Tuesday, August 22, 1950: Mr. Ross Bohannon called (room 500, Statler) ant 
said that Mr. Ben Wooten would like to see Mr. Dunham Appointment for 11 
tomorrow. Also discussed Mr. Wier’s loan, Valley Fruit and Vegetable Co. Mr 
Dunham said that he felt sure something could be worked out—that Mr. Wier 
should now go - see the examiner, Mr. Andresen. 

Wednesday, August 28, 1950: Messrs. Ross Bohannon and Ben Wooten came in, 

Wednesday, August 23 1950: Mr. Ross Bohannon phoned over Executive O98S. 

Wednesday, August 23, 1950: Mr. Ben Wooten phoned Mr. Dunham. 


Senator Caprenart. I do not want to shorten this hearing in any 
respect, excepting I just want to make inquiry. It is now 25 after 1, 
and we have a unanimous-consent vote, as you know, at 1:30. 

Senator Doucias. Mr. Dunham, I think we should also introduce 
into the record at this point excerpts from your office re ‘ords which 
refer to Dawson, Mer! Young, Rex Jacobs, and James Wi m. The 
subcommittee stated on paged of its report on favoritism a influence 
that— 


Investigation by the subcommittee indicates that close personal relationshiy 


SS 
exist between Dawson, Merl Young, Rex Jacobs, James Windham, and RFC 
Directors Dunham and Willett. These friends, with others, constitute a group 


who appear to have exercised influence over the RFC. 


That statement has been challenged. To support it, I will place 
in the record the following entries from Mr. Dunham’s oflice record, 
beginning March 31, 1949, referring, first, to Donald Dawson, specific 
entries dealing with Donald Dawson, which cover something over 
two pages, the last entry being July 3, 1950: Mr. Mer! Young. be- 
ginning on Wednesday, March 24, 1949, and continuing for four 
pages. 

Then one page of entries on Herschel Young, brother of Merl 
Young; two pages of entries dealing with Rex Jacobs; three pages 
of entries dealing with James Windham. 
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(The excerpts from Mr. Dunham’s office records, referred to above, 
are as follows:) 


Excerrts From Datry oF WALTER L. DUNHAM 


DAWSON, DONALD 


Thursday, March 31, 1949: Merle Young telephoned to arranged a luncheon 
date with him, Mr. Dawson, and Mr. Willett. Mr. Dunham already com- 
mitted for lunch tomorrow. Will have to make it some other time. 

Tuesday, April 5, 1949: Telephoned Mr. Donald Dawson at the White House. 

Friday, April 8, 1949: Lunched with Messrs. Dawson and Willett at the 
Willard Hotel. 

Thursday, April 28, 1949: Telephoned Mr. Donald Dawson re lunch tomorrow. 

Friday, April 29, 1949: Lunched with Mr. Donald Dawson. 

Tuesday, May 3, 1949: Telephoned Mr. Dawson re dinner Saturday night. 

Thursday, May 5, 1949: Mr. Donald Dawson telephoned. Mr. Dunham has 
an appointment to see the President Wednesday at 11:30. 

Monday, May 9, 1949: Donald Dawson telephoned. 

Tuesday, May 10, 1949: Mr. Dunham lunched with Messrs. Boyle, Young, 
Dawson, and Kenneth Burns at the Mayflower Hotel. 

Thursday, May 19, 1949: Telephoned Mr. Donald Dawson at the White House. 

Wednesday, May 25, 1949: Telephoned Mr. Donald Dawson. 

Tuesday, May 31, 1949: Telephoned Mr. Donald Dawson re lunch to meet 
Mr. Hudson, but he declined. Said he would call back later in the day but 
he did not. 

Wednesday, June 1, 1949: Telephoned Mr. Don Dawson—made luncheon date 
for Friday, at 1 o’clock, Mayflower Hotel. 

Friday, June 3, 1949: Mr. John Hudson came in about 12:30. He and Mr. 
Dunham lunched with Messrs. Dawson, Boyle, and Willett at the Mayflower 
Hotel. 

Wednesday, June 15, 1949: Telephoned Mr. Donald Dawson to make arrange- 
ments to have the boys taken through the Executive Offices of the White House. 
Appointment made for 2:30 tomorrow. 

Thursday, June 16, 1949: Took the boys over to meet Donald Dawson after 
lunch to see the Executive Offices of the White House. 

Friday, June 17, 1949: Mr. Dunham lunched with Messrs. Boyle, Dawson, 
Willett, and Young at the Statler Hotel. 

Wednesday, July 6, 1949: Donald Dawson telephoned. 

Kriday, July 8, 1949: Telephoned Mr. Donald Dawson re the above but he 
had already received the same information. 

Monday, July 11, 1949: Telephoned Mr. Donald Dawson—made luncheon date 
for sometime this week. 

Monday, July 11, 1949: Mr. Dunham and Mr. Willett called on Mr. Dawson 
at the White House Offices at 3 o'clock. 

Monday, July 25, 1949: Mr. Dunham telephoned Mr. Donald Dawson. 

Friday, August 26, 1949: Mr. Dunham called Mr. Don Dawson's secretary. 
Gave her his new private line number as EX. OSS. 

Tuesday, August 30, 1949: Mr. Rex Jacobs and Mr. E. J. Hunt came in. Mr. 
Dunham called in Mr. Willett and Mr. Gunderson, and they all went to the 
small board room. Mr. Dyas was called to attend re Lustron. Mr. Jacobs and 
Mr. Hunt came back with Mr. Dunham and Mr. Dunham called Mr. Don Daw- 
son and took them over to the White House. 

Wednesday, September 14, 1949: Lunched with Messrs. Dawson and Willett. 

Wednesday, October 19, 1949: Telephoned Mr. Donald Dawson but could not 
reach him. 

Thursday, October 20, 1949: Telephoned Mr. Donald Dawson. 

Tuesday, October 25, 1949: Telephoned Mr. Donald Dawson. 

Monday, October 31, 1949: Telephoned Mr. Dawson to invite him to lunch with 
him (Mr. D.) Messrs. Charles Sorensen (the father) and Cliff Sorensen (the 
son). Mr. Dawson at first accepted, then declined due to a previous luncheon 
engagement. However, made appointment for Messrs. Dunham and Sorensen 
to call on Mr. Dawson at 3 o’clock. 

Tuesday, November 1, 1949: Messrs. Charles Sorensen and Cliff Sorensen (the 
son) of Detroit, called on Mr. Dunham. Lunched at the Statler Hotel at 12: 30 
joined by Merl Young. Mr. Dawson invited but could not attend due to a previous 
comitment. The Messrs. Sorensen returned to the office with Mr. Dunham after 
lunch. 
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Tuesday, November 1, 1949: Mr. Dunham with Messrs. Sorensen, called on Mr. 
Hise; then kept a 3 o’clock appointment with Mr. Dawson. They again returned 
to this office ; left about 4: 30. 

Thursday, November 3, 1949: Mr. Donald Dawson talked with Mr. Dunham 
re application of E. A. Hotchkiss Co., Norwalk, Conn. Had Board action on 
October 31. 

Friday, November 4, 1949: Mr. Donald Dawson telephoned. 

Friday, November 4, 1949: Mr. Dunham talked with Mr. C. N. Andresen re 
application of E. A. Hotchkiss Co., Norwalk, Conn., which was declined on Octo- 
ber 31. 

Friday, November 4, 1949: Mr. Dawson's office telephoned—made appointment 
for Mr. Dunham to see a Mr. Joseph Major, who is a very good friend of the 
President’s and Mr. Dawson's. Interested in application submitted by Com 
munity Hotel Corporation of Natchitoches, La. (Loan application was submitted 
for $275,009 on May 19, 1949, and declined. August 24, a new one was filed in 
the agency in the amount of $200,000; has not been received here in Washington 
as yet. Mr. Robertson, examiner, handling it.) 

Wednesday, November 9, 1949: Mr. Don Dawson telephoned. 

Wednesday, November 16, 1949: Mr. Dawson telephoned. 

Friday, November 25, 1949: Mr. Dunham lunched with Mr. Donald Dawson. 
Talked with him about Mr. John Hudson regarding Mr. George Fitzgerald's let- 
ter to Mr. Boyle, chairman of the Democratic National Committee. Mr. Dun- 
ham had told Mr. Hudson that if anything developed after his talk with Mr. 
Dawson he would either write him a note or call him on Monday 

Tuesday, January 17, 1950: Mr. Dunham lunched with Mr. Don Dawson at the 
Roger Smith Hotel. 

Tuesday, January 24, 1950: Mr. Dunham lunched with Mr. Don Dawson. 

Thursday, February 9, 1950: Mr. Don Dawson telephoned (personal matter). 

Wednesday, April 12, 1950: Mr. Donald Dawson telephoned. 

Wednesday, April 19, 1950: Mr. Dunhatn lunched with Mr. Donald Dawson at 
the Hay Adams. 

Wednesday, June 28, 1950: Mr. Donald Dawson telephoned. Mr. Dunham said 
he called him at home. 

Monday, July 3, 1950: Mr. Dawson telephoned later to invite Mr. Dunham to 
lunch. Told him he had just made a luncheon date. 


YOUNG, MERL 


Thursday, March 24, 1949: Mr. Merl Young, Democratic National Commit- 
tee telephoned—talked with Mr. Dunham. 

Friday, March 25, 1949: Messrs. Merl Young and Jim Windom called on Mr. 
Dunham after lunch. 

Thursday, March 31, 1949: Merl Young telephoned to arrange a luncheon date 
with him, Mr. Dawson, and Mr. Willett. Mr. Dunham already committed for 
lunch tomorrow—will have to make it some other time. 

Tuesday, April 5, 1949: Telephoned Mr. Merl Young at Di. 1717. 

Wednesday, April 6, 1949: Telephoned Mr. Haswell. Told him Mr. Dunham, 
Mr. Brooks Barron, and Mr. George Fitzgerald were lunching at the Willard at 
12:30 and wanted him to jointhem. Accepted. 

Wednesday, April 6, 1949: Also telephoned Mr. Merl Young and extended the 
same invitation. 

Wednesday, April 6, 1949: Mr. S. Brooks Barron and George S. Fitzgerald, both 
of the Guardian Building, Detroit, Mich., called on Mr. Dunham. Joined them, 
Mr. Haswell and Mr. Merl Young at luncheon at the Willard Hotel. 

Tuesday, April 12, 1949: Mr. Merl Young telephoned from Detroit. 

Tuesday, April 19, 1949: Mr. Merl Young telephoned. 

Wednesday, April 21, 1949: Lunched with Mr. Merl Young at the Statler Hotel. 

Thursday, April 21, 1949: Left the office about 9:15 with Mr. Merl Young to 
see the Lustron house at Quantico. 

Thursday, April 21, 1949: Returned to the office about 12:30 with Merl Young 
they joined Messrs. Ronan and Boardman for lunch. 

Wednesday, April 27, 1949: Left with Messrs. Hise, Gunderson, and Willett 
for Quantico at 10 o'clock, together with the following men: General Shepard, 
Mr. Stow, Mer! Young, Commander Davis, Mr. Dyas, Mr. Akin, Mr. Hood, Colone! 
Fate, and Captain Bueck. 

Monday, May 2, 1949: Mr. Merl Young telephoned from Detroit twice. Talked 
with me first. Said he would be in Washington Tuesday evening and would eall 
Mr. Dunham at home. Also asked me to make reservation for him to Colum- 
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bus, Ohio, and return Wednesday, May 4. Telephoned later and talked with 
Mr. Dunham. 

Thursday, May 5, 1949: Mr. Kenneth Burns of Detroit called on Mr. Dunham. 
Mr. Dunham went with Mr. Burns to call on Mr. William Boyle, Democratic 
National Committee, at 12:30. Then to the Mayflower Hotel where they joined 
Mr. Merl Young and Mr. Willett for lunch. 

Friday, May 6,1949: Mr. Alfred H. Rudich, president of the Monticello-Sullivan 
County Airport, Inc., Monticello, N. Y., and Judge Arthur Kyle called on Mr. 
Dunham at the suggestion of Mr. Merl Young. Mr. Frank Prince was present 
at the meeting. 

Tuesday, May 10, 1949: Mr. Dunham lunched with Messrs. Boyle, Young, 
Dawson, and Kenneth Burns at the Mayflower Hotel. 

Friday, May 13, 1949: Messrs. Merl Young and Carl G. Strandlund, of the 
Lustron Corp., called on Mr. Dunham today. 

Wednesday, May 18, 1949: Mr. Dunham lunched with Messrs. Mer] Youpg 
and Willett. 

Thursday, May 19,1949: Mr. Merl Young telephoned. 

Wednesday, May 25, 1949: Mr. Merl Young telephoned. 

Tuesday, May 31, 1949: Mr. Merl Young telephoned. 

Tuesday, May 381, 1949: Mr. Dunham left shortly afte: 5 o’clock to get a 
haircut. Mr. Merl Young telephoned to say that he was leaving town and would 
eall Mr. Dunham upon his return. 

Tuesday, June 7, 1949: Merl Young telephoned—made luncheon date for 
tomorrow, 

Wednesday, June 8, 1949: Lunched with Mr. Merl Young at the Statler Hotel. 

Friday, June 10, 1949: Mr. Merl Young telephoned re lunch with him, Rex 
Jacobs, and Jim Windom. Mr. Dunham declined because of a previous engage- 
ment. Suggested they come in this afternoon. 

Thursday, June 16, 1949: Mr. Merl Young telephoned re lunch tomorrow. 

Friday, June 17, 1949: Mr. Dunham lunched with Messrs. Boyle, Dawson, 
Willett, and Young at the Statler Hotel. 

Monday, June 20, 1949: Mr. Merl Young telephoned—made luncheon date for 
tomorrow. 

Tuesday, June 21, 1949: Lunched with Mr. Merl Young at the Statler Hotel. 

Thursday, June 23, 1949: Mr. Merl Young telephoned—talked with Mr. 
Dunham. Leaving town this afternoon for about a week or 10 days. 

Wednesday, July 6, 1949: Merl Young telephoned—made luncheon date for 
tomorrow. 

Thursday, July 7, 1949: Lunched with Mr. Merl Young at the Statler Hotel. 

Monday, July 11, 1949: Lunched with Mr. Merl Young and Mr. Willett. 

Thursday, July 14, 1949: Merl Young telephoned, 

Friday, July 15, 1949: Merl Young telephoned. 

Monday, July 18, 1949: Mr. Merl Young telephoned (Lustron Corp.). 

Friday, July 22, 1949: Mr. Merl Young telephoned to arrange luncheon date 
for 1 o'clock today, Statler Hotel, to meet his brother and several men interested 
in Lustron. Mr. Dunham accepted. 

Tuesday, July 26, 1949: Mr. Mer] Young telephoned—made luncheon date for 
tomorrow. 

Wednesday, July 27, 1949: Mr. Dunham lunched with Messrs. Kenneth Burns 
and Mer! Young at the Statler Hotel. 

Friday, July 29, 1949: Mr. Merl Young telephoned from the airport—leaving 
for Virginia Beach. 

Monday, August 15, 1949: Mr. Merl Young phoned Mr. Dunham. 

Thursday, August 18, 1949: Mr. Dunham called Mr. Merl Young to inquire 
for address of Robert Haggerty. Mr. Young said to mail a letter to 1835 K 
Street NW., care of him (Young), and he would see that Mr. Haggerty received 
it. Also Mr. Dunham talked with Mr. Boyle. Discussed Mr. Tribble—board of 
Preferred Accident. 

Thursday, August 25. 1949: Mr. Merl Young phoned Mr. Dunham. 

Friday, August 26, 1949: Mr. Merl Young called. Talked of Rex—said to tell 
you Ed would go down there. Made Inncheon date with Mr. Young at Statler. 

Friday, August 26, 1949: Mr. Dunham went to lunch with Mr. Merl Young at 
the Statler. 

Monday, August 29, 1949: Mr. Merl Young called. Talked about Lustron. 

Wednesady, August 31, 1949: Mr. Merl Young phoned. 

Thursday, September 1, 1949: Mr. Merl Young called. Said he’s coming over 
tomorrow morning. 
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Friday, September 2, 1949: Merl] Young called. 

Tuesday, September 6, 1949: Mr. Willett came in about 4 o’clock with Messrs. 
John Merriam and Herschel Young (brother of Merl Young) re the Buffalo 
Weaving & Manufacturing Co. 

Wednesday, September 7, 1949: Lunched with Mr. Merl Young at the Statler 
Hotel. 

Wednesady, September 14, 1949: Mr. Merl Young telephoned—talked with 
Dr. Dunham. 

Thursday, September 15, 1949: Mr. Merl Young telephoned. 

Wednesday, September 28, 1949. Mr. Merl Young telephoned—invited Mr. and 
Mrs. Dunham to join them at dinner tonight. Accepted. 

Tuesday, October 11, 1949—Lunched with Messrs. Willett and Young—went 
to Mr. Young’s office afterward. 

Wednesday, October 12, 1949: Mr. Merl Young telephoned. 

Thursday, October 13, 1949: Mr. Merl Young telephoned 

Wednesday, October 19, 1949: Mr. Durham lunched with Messrs. George 
Hiicks and Merl Young at the Statler Hotel. Mr. Willett was to join them but 
they got their wires crossed somewhere along the line and he did not. 

Monday, October 24, 1949: Lunched with Mr. Mer] Young at the Statler Hotel. 

Tuesday, October 25, 1949: Mr. Merl Young telephoned Made appointment 
for Mr. A. S. Blagden, Federal Machine & Welder Co., Warren, Ohio, to see M1 
Durham. Mr. Blagden previously called on the 15th. 

Wednesday, October 26, 1949—Mr. Merl Young telephoned. Made appointment 
for his brother, Herschel Young ,and John Merriam, of Philadelphia, to see 
Dr. Dunham. Mr. Merriam talked with Dr. Dunham re taking over the manage 
ment of the Lustron plant. 

Thursday, October 27, 1949—Merl Young telephoned. Returned his eall later 
but he had left his office. 

Friday, October 28, 1949: Mr. Merl Young telephoned—talked with Mr. Dun- 
ham. 

Wednesday, November 9, 1949: Mr. Merl Young telephoned. 

Wednesday, November 16, 1949: Mr. Merl Young telephoned 

Thursday, November 17, 1949: Mr. Merl Young telephoned—made appoint- 
ment for Mr. Daniel J. Hanlon to call on Mr. Durham at 11: 30. 

Tuesday, November 22, 1940: Mr. Merl Young telephoned. 

Tuesday, December 6, 1949: Mr. Mer! Young telephoned. 

Wednesday, December 7, 1949: Mr. Merl Young telephoned. 

Monday, December 19, 1940: Mr. Merl Young telephoned. 

Friday, January 138, 1950: Mr. Jim Haswell, Detroit Free Press, telephoned 
re information in connection with Merl Young. 

Friday, January 18, 1950: Mr. Merl Young telephoned over EXecutive 0988 

Thursday, January 19, 1950: Telephoned Mr. Merl Young to invite him to lunch. 
Mr. Young already committed today—made arrangements to lunch tomorrow 
at the Statler Hotel. 

Friday, January 20, 1950: Mr. Dunham lunched with Messrs. Merl Young 
and Ed Willett at the Statler Hotel. 

Thursday, February 9, 1950: Mr. Merl Young telephoned (personal matter) 

Friday, February 10, 1950: Lunched with Messrs. Merl Young, Leo Nielson, 
and Kenneth Burns at the Statler Hotel. 

Tuesday, February 14, 1950: Mr. Merl Young telephoned—Mr. Dunham was not 
in the office. Said he would call later but he did not. 

Thursday, February 16, 1950: Mr. Merl Young telephoned. 

Friday, March 10, 1950: Mr. Dunham lunched with Mr. Merl Young at the 
Statler Hotel. 

Thursday, March 238, 1950: Mr. Dunham attended Chatterbox luncheon at 
Statler Hotel as guest of Merl Young. 

Wednesday, April 12, 1950: Mr. Dunham lunched with Merl Young, Rex 
Jacobs, and Mrs. Jacobs at the Statler Hotel. 

Friday, May 12, 1950: Lunched with Merl] Young. 

Friday, May 26, 1950: Lunched with Mr. Merl] Young at the Statler Hotel. Mr. 
Harry McDonald, of the SEC, joined them. Mr. Dunham also saw Doug Mode 
there. 

Thursday, June 1, 1950: Merl Young telephoned over EXecutive 0988—talked 
later with Mr. Dunham at home. 

Wednesday, June 14, 1950: Mr. Dunham lunched with Messrs. Rex Jacobs, Ed 
Willett, and Merl Young at the Statler Hotel. 

Friday, July 7, 1950: Mr. Merl Young telephoned. 
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Wednesday, July 19, 1950: Mr. Merl Young telephoned. Discussed matter 
of appointment George Tribble, now a member of the board of Preferred Ac- 
cident, to the presidency. Mr. Dunham stated that, in view the investigation 
being conducted at the present time, the safest course to follow is to do nothing 
until the report is completed. If it develops that the company is being badly 
managed, it is up to us to make a change. Also mentioned the fact that Bill 
Boyle had sent Leo Parker over to discuss possibility of being appointed a di- 
rector of Preferred Accident. 

Thursday, July 20, 1950: Mr. Merl Young telephoned re Central Iron & Steel 
application. Mr. Dunham said he will talk with Frank Williams re this matter. 

Wednesday, August 9, 1950: Mr. Merl Young called Mr. Dunham. 


YOUNG, HERSCHEL (BROTHER OF MERL YOUNG) 


Friday, July 22, 1949: Mr. Merl Young telephoned to arrange luncheon date 
for 1 o’clock today, Statler Hotel, to meet his brother and several men interested 
in Lustron. Mr. Dunham accepted. 

Tuesday, September 6, 1949: Mr. Willett came in about 4 o’clock with Messrs. 
John Merriam and Herschel Young (brother of Merl Young) re the Buffalo 
Weaving & Manufacturing Co. 

Wednesday, October 26, 1949: Mr. Merl Young telephoned. Made appoint- 
ment for his brother Herschel Young, and John Merriam, of Philadelphia, to 
see Mr. Dunham. Mr. Merriam talked with Mr. Dunham re taking over the 
Wanagement of the Lustron plant. 

Monday, December 5, 1949: Mr. Herschel Young telephoned from Kansas City. 
Talked with Mr. Dunham. 

Tuesday, December 13, 1949: Mr. Herschel Young telephoned. Made appoint- 
ment fora Mr. James Garfield to see Mr. Dunham tomorrow at 11:30. 

Wednesday, December 14, 1949: Messrs. James Garfield and Maxwell Gross 
called on Mr. Dunham at the suggestion of Mr. Herschel Young re purchase 
of patents to manufacture Warren McArthur seats. 

Wednesday, December 14, 1949: Mr. Herschel Young telephoned to inquire as 
to the outcome of Mr. Garfield’s meeting with Mr. Dunham. Mr. Dunham told 
him he thought everything would be all right. 

Thursday, December 15, 1949: Mr. Herschel Young telephoned. 

Tuesday, January 3, 1950: Mr. Herschel Young telephoned re matter of Messrs. 
James Garfield and Maxwell Gross wanting to purchase patents to manufacture 
Warren McArthur seats. Mr. Dunham stated there was nothing new in connec- 
tion with this matter. 

Wednesday, January 4, 1950: Mr. Herschel Young telephoned—call not com- 
pleted. 

Thursday, January 5, 1950: Mr. Herschel Young telephoned. Invited Mr. 
Dunham to join him at lunch at the Statler at 12:30. Mr. Dunham accepted. 

Monday, January 16, 1950: Mr. Herschel Young telephoned—call not com- 
pleted. 

Tuesday, January 31, 1950: Mr. Herschel Young telephoned. Said Mr. Ken- 
neth Frank, of Lehmann Brothers, wanted to make definite offer for Lustron 
plant, and, in this connection would like to talk with Mr. Dunham on Thursday. 
Mr. Dunham stated that perhaps he should talk with Mr. Willett in his absence. 
Mr. Young said he would call Mr. Willett and try to arrange an appointment. 

Wednesday, June 21, 1950: Herschel Young telephoned to invite Mr. Dunham 
to lunch. 

Tuesday, July 18, 1950: Herschel Young telephoned re present status of the 
Lustron plant. Mr. Dunham informed him it now looks as if the Navy Depart- 
ment will take it over for defense purposes. 


JACOBS, REX 


Friday, June 10, 1949: Mr. Merl Young telephoned re lunch with him, Rex 
Jacobs and Jim Windom. Dr. Dunham declined because of a previous engage- 
ment. Suggested they come in this afternoon. 

Friday, June 10, 1949: Messrs. Jim Windom and Rex Jacobs called on Mr. 
Dunham. 

Thursday, June 23, 1949: Mr. James Windom and Mr. Rex Jacobs called on 
Mr. Dunham. 

Monday, June 27, 1949: Mr. Rex Jacobs telephoned from Detroit. Mr. Dun- 
ham made an appointment for him to meet Mr. Strandlund, Friday. 
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Friday, July 8, 1949: Mr. James C. Windham and Mr. Rex Jacobs ealled on 
Mr. Dunham. 

Thursday, July 28, 1949: Mr. Jim Windham telephoned from Detroit ; talked 
with Mr. Dunham. Mr. Rex Jacobs also talked with Mr. Dunliam. 

Wednesday, August 24, 1949: Mr. Dunham called Rex Jacobs, of F. L. Jacobs 
Co., Detroit. They discussed the Lustron Corp. 

Friday, August 26, 1949: Mr. Merl Young called. Talked of Rex; said to tell 
vou Ed would go down there. Made luncheon date with Mr. Young at Statler 
Monday, August 29, 1949: Mr. Dunham put in call to Mr. Rex Jacobs, of 
Detroit. Told him Board approved recommendations. Mr. Jacobs said he will 
be in Washington tomorrow. Said he’s getting a lawyer and Mr. Considine 
is getting an auditor. Mr. Dunham asked for the full name of Ed Hunt. Mr 
Jacobs said he would call back on that after he looked it up. Mr. Jacobs ealled 
back later and said the name was Elgar Jones Hunt (Mr. Merritt looked him 
up in Who’s Who but could find nothing on him) re Lustron. 

Tuesday, August 30, 1949: Mr. Rex Jacobs and Mr. E. J. Hunt came in. Mr. 
Dunham called in Mr. Willett and Mr. Gunderson, and they all went to the 
small board room. Mr. Dyas was called in to attend re Lustron. Mr. Jacobs and 
Mr. Hunt came back with Mr. Dunham, and Mr. Dunham called Mr. Don Daw- 
son and took them over to the White House. 

Tuesday, September 6, 1949: Mr. Rex Jacobs telephoned from Detroit, Mich. 
Talked with Mr. Dunham in Mr. Willett’s office. 

Thursday, September 8, 1949: Mr. Rex Jacobs telephoned from Columbus, 
Ohio. 

Wednesday, September 14, 1949: After the meeting, Mr. Rex Jacobs and Mr. 
Hunt, of the F. L. Jacobs Co., Detroit, came in. Short session took place in the 
board room with the other directors present. 

Thursday, September 15, 1949: Mr. Rex Jacobs telephoned; made appoint- 
ment to see Mr. Dunham at 4 o’clock. 

Thursday, September 15, 1949: Mrs. Rex Jacobs also telephoned from the 
Statler Hotel to invite Mr. Dunham to join them at dinner tonight. 

Friday, September 16, 1949: Lunched with Mr. Rex Jacobs at the Statler 
Hotel. 

Thursday, September 22, 1949: Telephoned Mr. Floyd Dull, president of the 
Preferred Accident Insurance Co., New York City. O. B. Made appointment 
for Mr. Rex Jacobs and Mr. Wesley Peoples to call on Mr. Dull in New York 
tomorrow re Guardian Building in Detroit. 

Thursday, September 22, 1949: Telephoned Mr. Rex Jacobs over Executive 
OOSS later and told him the above appointment had been arranged with Mr. 
Dull. 

Wednesday, September 28, 1949: Messrs. Rex Jacobs and Jim Windham called 
on Mr. Dunham in advance of the meeting this morning. 

Monday, October 10, 1949: Mr. Rex Jacobs telephoned over Executive 0988. 

Monday, November 7, 1949: Telephoned Mr. Henrich re J. L. Jacobs matter 
Asked when authorization for increase in salary of R. C. Jacobs would have 
Board action. Was informed that it would probably be presented on Thursday 
Called Mr. Brodie re his recommendation, but he had left the office for the day 

Tuesday, November 15, 1949: Lunched with Mr. Rex Jacobs at the Statler 
Hotel, 

Monday, December 12, 1949: Mr. Rex Jacobs telephoned over Executive 0988 
while Mr. Dunham was at lunch. Returned his call when he returned. 

Thursday, January 5, 1950: Mr. Rex Jacobs telephoned from Detroit over 
Executive 0988. 

Wednesday, January 25, 1950: Mr. Dunham lunched with Messrs. Merl Young 
and Rex Jacobs at the Statler. 

Friday, January 27,1950: Mr. Rex Jacobs telephoned from Detroit; talked with 
Mr. Dunham about his trip to Detroit next week. 

Monday, January 30, 1950: Mr. Dunham telephoned Mr. Rex Jacobs in Detroit 
over Executive 0988. Could not reach Mr. Jacobs, talked with Mr. Jim Windham 
instead. Call was charged to Lincoln 3—-2128. 

Tuesday, February 14, 1950: Mr. Rex Jacobs telephoned ; talked with Mr. Jim 
Windham. 

Wednesday, February 15, 1950: Mr. Rex Jacobs telephoned; later came in to 
see Mr. Dunham about 12 o'clock. 

Thursday, February 16, 1950: Mr. Rex Jacobs telephoned. 

Thursday, February 16, 1950: Mr. Dunham did not meet Mr. Cy Bevan for 
lunch as planned due to a mix-up. Mr. Dunham walked over to the Statler and 
lunched with Messrs. Jacobs and Windham. 
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Friday, March 17, 1950: Mr. Dunham telephoned Mr. Rex Jacobs, Detroit. 

Wednesday, April 12, 1950: Mr. Dunham lunched with Mer! Young, Rex Jacobs, 
and Mrs. Jacobs at the Statler Hotel. 

Thursday, May 4, 1950: Mr. Rex Jacobs telephoned over Executive 0988. 

Wednesday, June 14, 1950: Mr. Dunham lunched with Messrs. Rex Jacobs, Ed 
Willett, and Merl Young at the Statler Hotel. 

Thursday, June 15, 1950: Mr. Rex Jacobs telephoned to invite Mr. and Mrs. 
Dunham to accompany him and Mrs. Jacobs to Detroit in their private plane this 
afternoon. Declined. 

Wednesday, July 5, 1950: Mr. Jim Haswell, Detroit Free Press, telephoned. 
Asked Mr. Dunham if he would care to make a statement to the Press clearing the 
fact that he tried to replace Mr. Car] Strandlund as head of Lustron and put Rex 
Jacobs in. Mr. Dunham said he thought not at this particular time, that he would 
rather wait until he has had a further talk with Senator Fulbright before doing 
anything further. 

Friday, August 11, 1950: Mr. Milt Kelly (AP) called re Messrs. Jacobs and 
Windham connection with Lustron. Mr. Dunham assured him that the only 
connection he knew they had was when they made the survey. 

Wednesday, August 23, 1950: Mr. Rex Jacobs phoned. 


WINDHAM, JAMES C. 


Friday, March 25, 1949: Messrs. Merle Young and Jim Windom called on Mr. 
Dunham after lunch. 

Tuesday, April 12, 1849: Mr. Jim Windom telephoned from Detroit. 

Friday, April 15, 1949: Mr. Windom, of Detroit, with the Jacobs Co., called 
Mr. Willett and in the absence of Mr. Willett, talked with Mr. Dunham. 

Friday, May 20, 1949: Mr. Jim Windom telephoned from Detroit; talked with 
Mr. Dunham. 

Friday, June 10, 1949: Mr. Merl Young telephoned re lunch with him, Rex 
Jacobs, and Jim Windom. Mr. Dunham declined because of a previous engage- 
ment. Suggested they come in this afternoon. 

Friday, June 10, 1949: Messrs. Jim Windom and Rex Jacobs called on Mr 
Dunham. 

Thursday, June 23, 1949: Mr. James Windom and Mr. Rex Jacobs called on 
Mr. Dunham. 

Thursday, June 30, 1949: Telephoned Mr. James C. Windham, of F. L. Jacobs 
Co., Detroit. Mr. Windham out of the office for the day. Call was canceled. 

: Friday, July 1, 1949: Mr. James C. Windham telephoned from Detroit; talked 
with Mr. Dunham. 

Friday, July 8, 1949: Mr. James C. Windham and Mr. Rex Jacobs called on 
Mr. Dunham. 

Thursday, July 28, 1949: Mr. Jim Windham telephoned from Detroit; talked 
with Mr. Dunham. Mr. Rex Jacobs also talked with Mr. Dunham. 

Thursday, August 25, 1949: Mr. James Windham phoned from Detroit. Said, 
“Fellow was working out fine.” Talked about Griffenhagen making report. 
Said he paid off National Bank boys. 

Friday, August 26, 1949: Mr. Dunham phoned Mr. James Windham at Detroit 
re employment of outside engineering firm for survey of Lustron. 

Wednesday, September 21, 1949: Mr. Jim Windham telephoned from Detroit 
over Executive 0988 re Packard Grand River and Mr. Ralph Sovel’s visit with 
Mr. Dunham last week. 

Wednesday, September 28, 1949: Messrs. Rex Jacobs and Jim Windham called 
on Mr. Dunham in advance of the meeting this morning. 

Monday, October 3, 1949: Mr. James Windham telephoned from Detroit over 
Executive O88. 

Thursday, October 6, 1949: Mr. Jim Windham telephoned from Detroit. 
Talked with Mr. Dunham. 

Friday, October 14, 1949: Mr. Jim Windham telephoned from Detroit; talked 
with Mr. Dunham. 

Monday, November 7, 1949: Telephoned Mr. Henrich re J. L. Jacobs matter. 
Asked when authorization for increase in salary of R. C. Jacobs would have 
Board action. Was informed that it would probably be presented on Thursday. 
Called Mr. Brodie re his recommendation, but he had left the office for the day. 

Monday, November 28, 1949: Mr. George Luce telephone re Wilkes Cox appli- 
cation of Charlotte, N. C. (manufacturers of television and other electrical 
equipment). This application was unanimously declined by the agency, and 
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Mr. Luce wanted to get Mr. Dunham’s opinion as to whether he should present 
it to the Board or handle it as an automatie decline. Mr. Dunham said if other 
interested parties were opposed to it, including Messrs. Fushman and Windham, 
to let it go through as an automatie decline. 

Thursday, January 12, 1950: Mr. Jim Windham, F. L. Jacobs Co., Detroit, 
called on Mr. Dunham. 

Monday, January 30, 1950: Mr. Dunham telephoned Mr. Rex Jacobs in De 
troit over Executive 0988. Could not reach Mr. Jacobs; talked with Mr. Jim 
Windham instead. Call was charged to Lincoln 3-21238. 

Saturday, February 4, 1950: Saturday morning, February 4, until 1 o’clock, 
spent with George Fitzgerald trying to smooth out his contact with the RFC. 
Mr. Ames Windham was present at this conference. 

Monday, February 13, 1950: Messrs. Ames Windham and C. E. Matheson, 
attorney for Bridgeways, Inc., Detroit, Mich., called on Mr. Dunham. Stated 
that Bridgeways, Inc., had filed an application with the Detroit loan agency, 
which was declined. The position they are trying to establish is to have us give 
value to the franchise. Application has not as yet been received in Washington. 
Mr. Dunham asked Mr. Seabury to sit in on the conference; later these gentle- 
men left with Mr. Seabury. However, returned to the office again after lunch 
for a further discussion with Mr. Dunham. 

Tuesday, February 14, 1950: Messrs. Jim Windham, George Fitzgerald, and 
C. E. Matheson called on Mr. Dunham re Bridgeways, Inc., Detroit, Mich. Mr. 
Kenneth Burns was present at the discussion later. Mr. George Fitzgerald talked 
with Mr. Eckfeld at the Detroit loan agency over Executive O98s. Call charged 
to Lincoln 38-2128. 

Tuesday, February 14, 1950: Mr. Rex Jacobs telephoned; talked with Mr. 
Jim Windham. 

Thursday, February 16, 1950: Mr. Jim Windhain telephoned 

Thursday, February 16, 1950: Mr. Dunham did not meet Mr. Cy Bevan for 
lunch as planned due to a mix-up. Mr. Dunham walked over to the Statler and 
lunched with Messrs. Jacobs and Windham. 

Tuesday, March 7, 1950: Mr. James Windham telephoned from Detroit re 
personnel matter involving George B. Osborne, examiner in the Detroit loan 
agency. Mr. Dunham talked with Don Smith re this matter. 

Tuesday, March 7, 1950: Mr. Windham also inquired re Trenton Chemical 
application. This application has not been received here as yet. 

Friday, March 10, 1950: Mr. Jim Windham telephoned from Detroit re applica- 
tion of Carlton Plaza Hotel. Application in amount of $299,000 approved by 
everyone for Henry Eckfeld. Also discussed application of Bridgeways, Inc., 
which has not had action as yet, although application was filed several weeks 
ago. Agency going to send it to Washington for action of the Board without 
recommendation of any kind. Mr. Dunham said he would give both matters his 
special consideration. 

Thursday, March 16, 1950: Mr. Dunham telephoned Mr. Jim Windham in 
Detroit. Informed him that Trenton Chemical and Active Tool & Manufacturing 
Co. loans were both declined at this morning’s Board meeting. Also that Kaiser- 
Purnell loan was approved for $18,000, reduced from $25,000, with certain condi- 
tions. Mr. Dunham, in his conversation with Mr. Windham, promised to call Mr. 
Eckfeld regarding an increase in Mr. Osborne’s salary. 

Thursday, March 16, 1950: Mr. Dunham telephoned Mr. Eckfeld after talking 
with Mr. Windham. Asked him to give consideration to increasing Mr. Osborne’s 
salary. Mr. Eckfeld said he would look into it and call Mr. D 

Friday, March 24, 1950: Mr. Windham telephoned. Asked Mr. Dunham to look 
for request of D. L. Jacobs for permission to increase the sum to be invested in 
equipment for the year by $125,000. This request received here on the 15th; 
being serviced by Mr. George Brodie. 

Wednesday, March 29, 1950: Mr. Windham called from Detroit re Osborne and 
general conditions still existing in the agency: said that something would just 
have to be done about it. He also said that on Monday 355 Frazier cars and 100 
Kaiser cars were on production line. 

Wednesday, March 29, 1950: Mr. Windham called again from Detroit: said he 
had been talking with Charles Williams regarding the Carlton Plaza Hotel Co., 
of Detroit, and they could not understand why it was being declined by Review 
Committee when it had been approved all down the line. Mr. Dunham said that 
he, too, thought it was a good loan and that he would call Mr. Windham tomorrow 
after the meeting as to what action had been taken on it. 
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Thursday, March 30, 1950: Mr. Dunham called Mr. Windham and said that 
the Carlton Plaza loan had been approved on the basis of the recommendations 
by the Review Committee; in other words, declined, inasmuch as they recommend 
the injection of additional capital which the Carlton Plaza people are unable to 
raise. He also said that Osborne papers have not arrived, but that he was 
following it. 

Wednesday, April 12, 1950: Mr. Windham telephoned from Detroit. 

Monday, April 17, 1950: Mr. James Windham telephoned re Carlton Plaza 
Hotel, Detroit, Which was declined. Said these people planned to resubmit their 
application in the amount of $275,000. Mr. Dunham promised to do everything 
he possibly could upon receipt of the application here; he is of the opinion this 
loan should be made. Mr. Dunham informed Mr. Windham he would check on 
the Osborne matter to see what has been done to date. 

Tuesday, April 25, 1950: Telephoned Mr. James Windham in Detroit, O. B. 
Received report that Mr. Windham was out of the office. Canceled the call until 
tomorrow. 

Wednesday, April 26, 1950: Mr. Jim Windham telephoned from Detroit. Mr. 
Dunham informed him that application of Bradley Miller & Co. had been 
approved, that of Carlton Plaza Hotel Co. had been declined. Mr. Dunham fur- 
ther stated that he had gone on record as having voted for the Carlton Plaza 
loan. Mr. Windham was pleased to hear this. 

Wednesday, May 3, 1950: Mr. Jim Windham telephoned from Detroit re action 
taken on Active Tool & Manufacturing Co. application. 

Thursday, May 4, 1950: Mr. Jims Windham telephoned to invite Mr. Dunham 
to lunch. Declined because of a previous commitment. 

Thursday, May 4, 1950: Mr. Jim Windham called on Mr. Dunham with another 
gentleman but did not see him. Told Mrs. Mott he would call on Mr. Willett 
and Mr. Dougherty and return later, which he failed to do. However, he did 
telephone to say he was sorry he missed seeing Mr. Dunham. 

Wednesday, July 12, 1950: Mr. James Windham telephoned from Detroit. 
Stated the F. L. Jacobs Co. will make $467,000 before taxes, or approximately 
$200,000 after everything. Mr. Dunham was delighted to hear this. 

Monday, July 24, 1950: Mr. Jim Windham telephoned from Detroit. Said the 
F. L. Jacobs Co. had made its last payment to the REC today, 

Thursday, August 10, 1950: Mr. James Windham called from Detroit to con- 
gratulate Mr. Dunham. 

Friday, August 11, 1950: Mr. Milt Kelly (AP) called re Messrs. Jacobs and 
Windham connection with Lustron. Mr. Dunham assured him that the only 
connection he knew they had was when they made the survey. 


Senator Doveuias. I think perhaps we should recess now, and we 
could have cross-examination on this point some time this afternoon, 
Perhaps tomorrow would be better. 

Suppose we meet at 9 o'clock tomorrow morning. 

Mr. Dunnam. Do you want me, sir, at 9 o’clock? 

Senator Dougtias. Yes. 

We will meet in room 457 at 9 o’clock. 

Senator Carenarr. Let me ask this question before we break up 
here: When did you last communicate with Mr. Young and Mr. Jacobs 
and Mr. Dawson? 

Mr. Dunnam. I do not remember what the record will show, but I 
have had practically no communication with him for 15 months. 

Senator Carenarr. You did not discuss with any of them your testi- 
mony to date ? 

Mr. Dunnam. No, sir. 

Senator Carpenarr. Did you contact them ? 

Mr. Dunnam. No, sir; not one; no, sir. 

Senator Carrnarr. In other words, they sort of dropped you, or you 
dropped them ¢ , 

Mr. Dunnam. Well, I nr they dropped me; yes. 

(Whereupon at 12:20 p. m., the committee recessed until Wednes- 
day, March 7, 1951, at 9 a. at 
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THURSDAY, MARCH 8, 1951 
EXECUTIVE SESSION 
(MADE PUBLIC BY ACTION OF THE SUBCOMMITTEE) 


Untrrep Srares SENATE, 
SUBCOMMITTEE ON THE RECONSTRUCTION FINANCE 
CORPORATION OF THE COMMITTEE ON BANKING AND CURRENCY. 
Washington, Dp; C. 

The subcommittee met, pursuant to recess, at 9 a. m., in room 457, 
Senate Office Building, Senator J. William Fulbright (chairman of 
the subcommittee) presiding. 

Present: Senators Fulbright, Douglas, Capehart, and Bennett. 

Also present: Theodore Herz, staff director; James Foley, com- 
mittee investigator. 

Senator Futsricutr. The committee will come to order, please. 


TESTIMONY OF WALTER DUNHAM, DIRECTOR, RECONSTRUCTION 
FINANCE CORPORATION—Resumed 


Senator Futsricut. Mr. Dunham, it seems this new Board of Di- 
rectors came into being last August. I have noticed since that a num- 
ber of changes have been made in the policies and procedures of 
RFC, several of which were in accord with suggestions by the com 
mittee. Can you tell us who initiated those changes? Do you know 
which ones I have in mind? 

Mr. Dunnam. No. 

Senator Futsrigutr. For example, you put in a regulation that em- 
ployees of the RFC may not be employed by the borrowers. Who 
initiated that change ¢ 

Mr. Dunnam. It was initiated, I think, in this subcommittee. Mr. 
Willett and I made a commitment several months ago to do exactly 
that thing. 

Senator Futpricur. We had discussed the matter at a hearing. 
What I mean is, Did you make the motion to the RFC Board to adopt 
fhe regulation ? 

Mr. Dunnam. No; I think Mr. Willett did; I am not sure. 

Senator Futsricutr. You and Mr. Willett both agreed to have it 
done ? 

Mr. Dunnam. Oh, yes. 

Senator Futsriecnt. That is all I wanted to find out. 

You have reduced the number of field officers. Who initiated that 
change? 
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Mr. Dunnam. That was initiated—Senator, I cannot tell you. It 
was carried out by the Democratic members of the Board. That would 
be Judge Rowe, the Chairman, and Mr. Willett who made the princi- 
p yal studies on that, assisted to some extent in the case of one agency 
vy Mr. Cosgriff. 

Senator Futsrieut. What agency ? 

Mr. Dunnam. That was Denver. 

Senator Futsricut. Did they remove Mr. Hudson from the Denver 
agency ¢ 

Mr. Dunnam. Yes; Mr. Cosgriff iteeuiiibitat that. 

Senator Futsricgut. Who recommended it? 

Mr. Dunuam. Mr. Cosgriff. 

Senator Futsricut. Why did he recommend it, do you remember ? 

Mr. Dunnam. For increased effici iency, I think, was the reason. 

Senator FULBRIGHT. Mr. Harber did not recommend this regulation 
with regard to borrowers’ employment of RFC employees, did he? 

Mr. Dunnam. Senator, I do not know. 

Senator Fursricur. Well, you stated you thought you and Mr. 
Willett had recommended it. I am only trying to find out. Mr. Har- 
ber did not then, did he? 

Mr. Dunuam. I still do not know his attitude on that. I think it was 
approved by the entire Board. 

Senator Futsricut. I know it was approved. I was talking about 
who initiated it. Mr. Harber did not suggest it, did he? 

Mr. DunHam. No, sir. My memory is that Mr. W illett suggested it. 

Senator Fu.sricut. Do you think this reduction in the number of 
agencies and the reduction in force has been properly carried out? 
Was it well thought out, planned ? 

Mr. Dunnam. I cannot say that I agree 100 percent with the manner 
in which it has been carried out. I was for a slower process. I was 
for trying it out in one section and making all the mistakes within 
that section and then carrying it to other sections of the country 

Senator Futsricut. W hy do you think the Directors were in such 
i hurry to do it all of a sudden? What was said about it in the board ? 

Mr. Dunnam. I think the demands were that we get on a profitable 
basis, and the necessity for doing it appeared to require prompt action 
if we were to get on a nonlosing basis. We hoped to accomplish that 
by the first of March. 

Senator Futrricnr. Yesterday, I believe, we put in the record the 
entries from your office diary relative to calls from certain people, 
that is, Messrs. Dawson, Y oung, Jacobs, and Windham. 

According to your diary you went to lunch with Mr. Boyle, Mr. 
pe Mr. Willett, and Mr. Young on June 17, 1949. Could you 

ell us what that meeting was about, ‘whi it you discussed ? 

Mr. Dunnam. If you will notice the dis ary, and I have not checked 
this. but I think you will find that we got together more often on 
Friday than on any other date, and I think that was just a kind of a 
Friday meeting at which a social group gathered. I do not think 
any special significance—— 

Senator Fu.prient. You never described Mr. Boyle as being a 
member of the social group. I wonder what you would ordinarily 
diseuss at such a meeting, what would be the subject of your conver- 
sations with Mr. Dawson and Mr. Boyle? 
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Mr. Dunuam. I do not know that I could give you a pattern of our 

conversation. I think it was on general government subjects and on a 

variety of current events. My part consisted mostly in asking ques- 
tions, I think. 

Senator Futsrientr. Mr. Boyle and Mr. Dawson had an interest in 
government. Were they interested in the success of the RFC? Did 
they discuss how you were getting along and how things were going 4 
I would assume that would be a rather normal thing to be discussed. 

Mr. Dunuam. I would carry that assumption forward. 

Senator Fuisricut. Did you have any outside interests in common ? 
For example, were all of you enthusiasts about horse racing ? 

Mr. Dunuwam. As far as I am concerned, I am not. 

Senator Fu.srieut. Did you all have boats or yachts or did you 
farm ¢ 

Mr. Dunuam. I know of no bond of friendship outside of these 
luncheon meetings. 

Senator Fursrienr. All I am trying to do is to assist you. There is 
nothing very mysterious about it. Is it not quite natural that you 
would discuss the affairs of RFC? That was the only real common 
interest that you had, was it not, the RFC? What interests did you 
and Mr. Boyle have in common other than the RFC? 

Mr. Dunuam. I do not think we had any. 

Senator Futsrienr. You did not have any. Now why not just 
simply say you talked about the RFC / 

Mr. Dunuwam. I think that is true. 

Senator Futpricut. Sure. That is just common sense, is it not / 
All I am trying to do, Mr. Dunham, is just get along and make a 
record. That is what you did discuss, did you not? You did not talk 
about flowers or about yachts, did you ¢ 

Mr. Dunnam. We might have. 

Senator Fu.tsricut. Did you have an interest in flowers ¢ 

Senator Doueias. And how bees pollinate flowers ¢ 

Senator Fu.srienr. Do you know anything about flowers ¢ 

Mr. Dunuam. No. 

Senator Futsricut. Well, I do not think that you discussed that. 

Mr. Dunuam. It isa very interesting subject. I am not trying to be 
facetious, Senator. 

Senator Futsrieut. You are being evasive. Why not say, “Sure, we 
discussed the RFC.” That is exactly what you did. 

Mr. Dunnam. There is no question that we discussed RFC, but I 
do not want to be on record as saying we gathered together for the 
exclusive purpose of discussing RFC. 

Senator Fu.tsrigutr. That was your principal subject. 

Mr. DuNHAM. I would think that would be the prinecipal—— 

Senator Fu.sricut. It is the only common bond you had with Mr. 
Boyle. He is the head of the Democratic Party and you are a Repub- 
lican. You are not interested in the things that he naturally is 
interested in, except the RFC. 

Mr. Dunnam. That isa fair assumption. 

Senator Futpricut. Surely. Why not just say so and we will get 
along. That is what you naturally would discuss. It is all right. 
It isa normal thing. 

Mr. Dunuam. Thank you. But vou do understand, Senator, that I 
have not lunched with Mr. Boyle on more than two or three occasions. 
It was not my practice. 
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Senator Funsrienr. Well, that is the particular interest I had. It 
seems to me if you tried you would remember what was discussed, 
but you cannot; is that right? 

On July 11, 1949, you and Mr. Willett called on Mr. Dawson at the 
White House. What was that call about? Can you check with your 
diary and see what that was about ¢ 

Mr. Dunuam. Senator, I have no idea, I am sorry, but I do not 
recall why we went there or what was said. 

Senator Fu.tsrienr. On November 3, 1949, Mr. Dawson talked to 
you about the loan application of E. A. Hotchkiss Co., Norwalk, Conn. 
What did he say about that loan? Did he want you to make it? 

Mr. Dunnam. He never requested that we make the loan. 

Senator Futsrignt. What did he say to you about it ? 

Mr. Dunnam. He wanted to know if it had had Board action and I 
informed him that it had. 

Senator Futsricut. Did you approve the loan? 

Mr. Dunnam. I do not know whether that action was approval or 
dismisal. 

Senator Futsrienr. Did he not want to know what the action was? 

Mr. Dunnam. If he did the record does not show it and I am only 
going by the record. 

Senator Furtsrigur. You have no memory whatever of that call? 

Mr. Dunnam. No, sir, there is no special reason, I think, for remem- 
bering that, and I do not remember it. 

Senator Futsrieut. Did he also express an interest in the outcome 
of applications? 

Mr. Dunnam. I have heard no special interest that he had. 

Senator Funsricut. At these luncheons, like the one I referred to, 
he never asked you whether you were going to approve loans or dis- 
approve loans ?¢ 

Mr. Dunnam. No, sir. 

Senator Fu.sricnt. He never asked you about RFC business ? 

Mr. Dunnam. No, sir, he did not. 

Senator Fursrient. You just talked about flowers? 

Mr. Dunuam. Our conversations on RFC were very general, not 
specific, that is right. 

Senator Futsricgur. Who is Mr. Joseph Major? 

Mr. Dunnam. Mr. Joseph Major came to my office from Mr. Daw- 
son's office and he was represented to me to be a friend of the 
President’s. 

Senator Futsrient. A friend of the President? 

Mr. Dunuam. Yes, sir. I think he is a Government employee, as 
a matter of fact. 

Senator Futsrigut. On November 4, 1949, your entry was— 

Mr. Dawson's office telephoned and made an appointment for Mr. Dunham to 
see a Mr. Joseph Major, who is a very good friend of the President and Mr. 
Dawson, and interested in applications submitted by the Community Hotel 
Corp. 


Mr. Dunnam. I remember the application, but I do not remember 
his interest in it. 

Senator Futsricnt. You testified yesterday the purpose of this 
diary was to refresh your memory and that it would refresh your 
memory. It seems to have lost all effect. Do you not remember any- 
thing about that ‘ 
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Mr. Dunnam. Senator, I am sorry you feel that way. It has not 
lost its effect, and it was never intended to remember everything that 
was said at every conversation. 

Senator Fuusrieut. This was a rather important meeting. What 
did Mr. Major say to you? 

Mr. Dunnam. Allow me to read this, and I will see if I can refresh 
my memory. Apparently on that day the information he wanted was 
what Board action was to be taken on this application, and this memo- 

randum shows that on May 19, 1949, some time back of this inquiry, the 
application was declined. 

On August 24 a new application was filed, but at that time had not 
been received in Washington. Apparently that is what you wanted 
to know. 

Senator Funsricur. Did he ask you to give it favorable consid- 
eration / 

Mr. Dunnam. I had no recollection of his ever urging the loan. I 
think he just wanted to know the status of it. 

Senator Doveias. Did Mr. Dawson ever urge you to give favorable 
consideration to that loan ¢ 

Mr. Dunnam. No, sir. 

Senator Doveias. What was his general attitude? Was it that you 
should consider it ¢ 

Mr. Dunnam. His general attitude was that he had no interest in 
specific loans. 

Senator Futsrientr. Can you tell us who Mr. Major was, any more 
specifically ¢ 

Mr. Dunnam. No, sir. I had only met him a couple of times. 

Senator Futsricur. Did he tell you what he did? 

Mr. Dunnam. | think he is with General Services, in the Govern- 
ment service. 

Senator F'utspricur. He was at that time, you think? 

Mr. Dunnam. I do not know at that time. 

Mrs. Smoor. Yes, he was. 

Mr. Dunnam. Was he, at that time? 

Mrs. Smoor. Yes. 

Mr. Dunnam. Yes, he was. 

Senator Futsricnr. He was an employee of General Services 

Mr. Dunnam. Yes, I think that is right. He was a ee mate 
of some of these boys—— 

Senator Dovetas. Just a minute. At the time Mr. Major was mak- 
ing an application for a loan he was a Government employee 4 

Mr. Dunnam. He did not make an application for a loan. 

Senator Futsricgur. He was inquiring about it. 

Mr. Dunnam. Someone had asked him and he undertook to find 
out, I gather. 

Senator Doueias. Was Major financially interested in this Commu- 
nity Hotel Corp., or was he merely acting as a— 

Mr. Dunnam. There was no evidence that he was financi: lly inter- 
ested in the applicant at all. I assumed—and I think correctly—that 
his interest was that some friend had asked him to ascertain—— 

Senator Fursricutr. Would his interest show in the files of the RFC 
in Washington ? 

Mr. Dunuam. Not if that is his only interest. It would show the 
owners of the hotel, and all that information, Senator. 
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Senator Carenartr. Would it show who the attorney was for the 
hotel ? 

Mr. Dunnam. I think so, yes. 

Senator CarpeHnart. Would it show whether the loan was made? 

Mr. Dunnam. Oh, yes. 

Senator Carprnarr. And the status of it, whether it had been paid 

not? 

Mr. Dunnam. Yes, that would all be there. 

Senator Carprnarr. How much trouble would it be for you to get 
that file over here within the next hour ? 

Mr. Dunuam. I do not think it would be any trouble. I think we 
could do that. 

Senator 'unrricnt. You testified that your door was open to every- 
body. Why did Mr. Major feel that he had to have this appointment 
made for him though the White House? 

Mr. Dunnam. Because we had a pretty busy office. I do not know 
why through the White House, but we had a pretty busy office and 
we had at times to line up our callers, and an appointment was made 
with my secretary, she says. 

Senator Fuisricur. If the appointment was made through the 
White House, did that usually result in special consideration ¢ 

Mr. Dunnam. No. I never felt that it did. 

Senator Fu.sricur. You treated him just the same as everybody 
else ? 

Mr. Dunnam. Yes. 

Senator Fuisrient. On November 25, 1949, vou lunched with Mr. 
Dawson and talked to him about a letter, in which George Fitzgerald 
and William Boyle were mentioned. Will you tell us about that letter, 
and what Mr. Dawson had to do with it. 

Mr. Dunnam. A Mr. Hudson, who is a friend of mine in Detroit, 
a wih income tax man, who had an ambition to get on the Tax Court, 
and evidently I talked with Mr. Dawson regarding the possibility of 
an appointment of that kind in behalf of Mr. Hudson. I understood 
at that time there was a vacancy on the board. This memorandum was 
made asa result of that conversation. 

Senator Futsricur. Mr. Hudson was a business associate of yours? 

Mr. Dunnam. He is my attorney in Detroit. 

Senator Futsrieutr. You are familiar with some articles in the 
press of December 28, regarding the letter from Mr. Fitzgerald to 
Mr. Boyle, are you not? Do you recall reading about that ? 

Mr. Dunnam. I would like to have you be more specific. I have 
avoided reading the papers and I have avoided listening to the radio. 

Senator Fuisrigut. Mr. Martin Hayden wrote an article in the 
Washington Star for the North American Newspaper Alliance. It 
discussed letters that Mr. Fitzgerald had written to Mr. Boyle con- 
cerning the getting rid of Mr. Eckfeld, and it was common knowledge 
that you knew about that matter. 

Mr. Dunnam. That is true, I did know about it. 

Senator Fursrieutr. Did you discuss that with Mr. Dawson? 

Mr. Dunnam. I never remember discussing it with Mr. Dawson. I 
thought it was a matter that ought to be handled entirely outside of 
my circle, up to a point. 

Senator Futsricnt. This entry of your own says you talked to Mr. 
Dawson about a letter from George Fitzgerald, that George Fitzgerald 
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had written to William Boyle. It would appear to be one of the same 
letters that are described in this newspaper account. 

Mr. Dunuam. What date is that, sir’ 

Senator Furtsrieut. The diary entry is November 25, 1949. These 
letters that are referred to in the article were written in 1949, begin- 
ning back in May and going down through July. 

Mr. Dunnam. Senator, I think the letter that is referred to there is 
a letter that George Fitzgerald wrote on behalf of Mr. Hudson. 
Mr. Hudson had called on him at Detroit and asked him to do that. 
1 think that is the letter that is referred to in this particular memo- 
mandum you are reading. 

Senator Futsrien'r. Why did you want to get rid of Mr. Eckfeld 
at the Detroit office ? 

Mr. Dunnam. I thought the effect of it would be a 
operation. 

Senator Futsrigur. Why ? 

Mr. Dunnam. A number of complaints had come to the office 
garding his attitude. 

Senator Fuusrigur. What were the nature of some of 
plaints / 

Mr. Dunnam. The nature of those complaints were principally 
was that he was hard to get to. 

Senator Futericutr. That he was what ? 

Mr. Dunnam. Hard to get to. 

Senator Futrricut. Hard to get to? 

Dounuam. Yes. 

Senator Futsrient. You mean he was independent ? 

Mr. Dunnam. Hard to see and uncooperative. 

Senator Fuurrientr. Did Mr. Jacobs complain about him ? 

Mr. Dunnam. No. 

Senatotr Futsrieur. Did Mr. Windham ? 

Mr. DunHam. No. 

Senator Futerientr. They never did? 

Mr. Dunnam. Not that I remember. 

Senator Futsrieutr. They never mentioned him to you? 

Mr. Dunnam. I do not remember them mentioning him. 

Senator Doveias. I was going to remark that the verb “get” is 
subject to two different interpretations. The term “hard to get” might 
be interpreted as hard to control. Is that the way you used that 
phrase ? 

Mr. Dunnam. I think that what I intend to convey by that word is 
that he was uncooperative to those people who were forced to deal 
with him inthe RFC. We were getting the reports so fast—— 

Senator Futertenr. Mr. Dunham, you stated yesterday that you 
consider yourself quite naive. What do you mean by “naive.” You 
said two or three times in your statement yesterday that you considered 
yourself to be naive when you came to W ashington. 

Mr. Dunnam. Uninformed. I mean naive in the sense that I was 
uninformed and unable to cope with conditions. 

Senator Funtsricut. Naive really means a certain simplicity, does 
it not, a native simplicity is what ‘the real meaning of that word is; 
is it not? Did you ever look it up? 

Mr. Dunuam. I think that is true. 
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Senator Futsricut. You are a very simple man, in other words, in 
your own estimate, very frank and simple and open; is that right ? 

Mr. Dunuam. That is correct. 

Senator Funsricur. Now your whole record shows you to have 
been very close to Mr. Jacobs and Mr. Windham. You lunched with 
them often, did you not‘ 

Mr. Dunuam. Not my whole record; up to a certain point. 

Senator Futericur. Your record, the one taken by your own office 
for the course of your first vear as a Director at least. 

Mr. Dunnam. Very close to them, up to 2 point. 

Senator Futsrieur. Maybe you will tell this committee that the 
most important matter in Detroit from the standpoint of the RFC, 
that is, the concern over the RFC management was never discussed 
with Jacobs and Windham—that you never mentioned it to them. 
You see how wholly inconsistent that appears to us. It is not naive 
at all, it is not simp se at all for you on the one hand to present us with 
evidence that you lunched with them every time they come to town, 
they are the closest friends, and on the other hand, that you never did 
discuss swith them the matter of Mr. Eckfeld’s removal. Frankly, I 
am unable to believe it; and you are not being simple or frank with 
the committee. 

Mr. Dunnam. I am telling you now that I never remember discus- 
sing that subject. 

Senator Futsrieiur. It makes no sense at all for you not to have 
discussed Mr. Ectfeld’s position in Detroit with the two men with 
whom you are in constant communication. It just makes no sense. 
Why do you not state, of course you did, it is only common sense that 
you did. There is no use trying to evade even the simplest question. 
There is nothing particularly « ‘riminal about such a discussion, but 
your response leaves us with the impression that you refuse to make 
any statements of any kind. Windham was on the advisory committee 
of the Detroit agency, and vet you come in and try to m: ake me believe 
that you did not discuss Mr. Eckfeld’s position with Windham. It is 
perfect nonsense. 

Mr. Dunnam. I did not say I did not. 

Senator Futsrienr. You did just now say no, you did not discuss 
it with Windham. 

Mr. Dunnam. Senator, I said I had no recollection of discussing it. 

Senator Futsrigur. Oh well, it is perfect nonsense. If you do not 
want to answer the question—— 

Mr. Dunnam. No, Senator; if you want me to say that I did, I may 
have done so. 

Senator Funsricur. It is obvious that you did. We were only try- 
ing to proceed with making a record. Of course, you discussed it with 
him. It would be absolutely absurd for us to believe that you did not 
discuss Mr. Eckfeld’s situation with Windham and Jacobs. 

Mr. Dunnam. I cannot see any reason in the world for discussing 
it with Jacobs. , 

Senator Futsricur. You lunched with him every time he came to 
Washington. Mr. Jacobs had a great interest in all the RFC business 
up there. 

Senator Bennerr. May I ask a question? 

Senator Futsricut. Yes. 
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Senator Bennerr. Mr. Dunham, I do not have before me the ex- 
cerpts taken from your diary, but I have the memory in listening to it 
read yesterday that you had frequent telephone c alls involving Mr. 
Dawson in the White House. Can you tell us anything about the sub- 
ject of those calls? 

Mr. Dunnam. Yes, sir. I can give you quite a general idea of my 
contacts with Mr. Dawson. I called Mr. Dawson some times on very 
trivial matters. For instance, T called him on two or three occasions 
to get some matches, such as they give out at the White House, with 
the President’s name on them. 

Senator Doverias. Those were your chief conversations with Mr. 
Dawson, to get matches from the White House ? 

Mr. Dunnam. I think not. I am just trying to explain why thes¢ 
calls. I called him on a number of occasions that I might take people 
over and show them through the Executive offices. That was not un- 
common, 

I called him on other occasions to 20 to lunch with me. 

I called him on other occasions for other things. 

Senator Bennett. When you first came to Washington, as a result 
of your first conversation with Mr. Dawson, your testimony shows that 
you were to discuss personne | que stions with him. 

Mr. Dunuam. I think that may be a misur iderst: nding. T under- 
stood personnel matters were to be cleared through him, but I did not 
understand it was my responsibility to do it. 

Senator Bennett. Did you ever discuss any personnel problems 
with Mr. Dawson in these te lephone calls ? 

Mr. Dunnam. Not in connection with the RFC: no. sir. 

Senator Bennetr. Were you engaged in trving to help people like 
Mr. Hudson vet jobs in other Government agencies 7 

Mr. Dunnam. No, sir. I did that, but I was ei engaged in that. 
I did that in one or two other instances, none of which were successful. 

Senator Bennerr. You testified yesterday that ie only two occa- 
sions you can remember interce ding, or discussing the personnel prob 
lems, involved Hunt and Sorenson. Now, today we learn that we 
must add Hudson to the list. 

Mr. Dunnam. That is due to the fact that my refresher was not 
available to me, sir. I did not know until T had just read that that I 
had discussed that with Mr. Dawson about Mr. Hudsor 

Senator Bennetr. You never discussed any pending loan, or the 
result of any decision ¢ 

Mr. Dunuam. That is true. 

Senator Bennetr. With Mr. Dawson. 

Mr. Dunuam. I have no recollection of ever discussing a loan with 
Mr. Dawson, 

Senator Bennett. Did he express any interest in RFC loans? 

Mr. DUNHAM. I reeall no special occasion on which he expressed 
an interest in any RFC loans. 

Senator Bennetr. Yet it is pretty definitely shown in the evidence 
before the committee that Merl Young, who was a member of the 
group, had a very great interest in many RFC loans, and he and Mr. 
Dawson were very close, and you were a member of their social group. 

Is it not natural to suspect that this interest would include you who 
had the opportunity of doing something about RFC loans ? 

Mr. Dunnam. Well—— 
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Senator Bennerr. In other words, it is natural for me to expect 
that you would be talking about these things with Dawson, both at 
your frequent luncheons and as a corollary | in private conversations 
over the telephone. 

Mr. Dunuam. Senator, I would not have avoided the subject of RFC 
loans. I am only saying that I do not recall any instance in which 
Mr. Dawson was especially interested in any RFC loan. I did not 
avoid the subject with him or with anybody else of that group, I am 
sure. 

Senator Fursricut. Did you ever discuss the personnel of the 
Detroit agency with Jacobs and Windham at any time ¢ 

Mr. Dunnam. I think I did with Windham. I cannot conceive 
of doing it with Jacobs, and I may have mentioned it. I am sorry, 
I do not know. 

Senator Futsricur. Mr. Windham was an employee of Jacobs, 
was he not? 

Mr. DunHam. Yes, sir. 

Senator Futsricut. You just do not care to answer questions about 
that subject; is that right? 

Mr. Dunuam. Oh, I am sorry you feel that way. I do like to 
answer, but I j 

Senator Funtsrient. Look at your diary of March 29, 1950; that is 
a year ago. You say, “When Mr. Windham called from Detroit re 
Osborne, and general conditions still existing in the ; agency, and said 
that something would just have to be done about it. 

Obviously this was a matter of continual discussion—or had been 
before that—there was a situation that Mr. Windham did not like 
at all, and they were pressing you to do something about it. 

Mr. Dunnam. November 17? 

Senator Futpricur. March 29, 1950. 

The whole implication of such a call is that this matter had been 
brewing for some time, and that you had been discussing it, and he 
was saying, “Well, it has gotten so bad that something has to be done 
about it.” Why not tell us what that was? 

Mr. Dunnam. The name of Mr. Osborne indicates that this conver- 
sation was about the Kaiser-Frazer matter. 

Senator Futsrigut. Mrs. Smoot, I wonder if you could not help 
us out and tell us what that conversation was about. 

Mrs. Savoor. I think, Senator, this Mr. Osborne is a person in whom 
Mr. Windham was very much interested. 

Senator Futsrigur. What was his position ? 

Mrs. Smoor. Examiner, I think. 

Senator Funerient. What did Mr, Windham want done? 

Mrs. Savoor. They were trying to get him an increase in salary. 

Senator Futsrieut. And he had been talking about it on various 
occasions ¢ 

Mrs. Smoor. Yes. 

Senator Futsricur. This was simply another such occasion ? 

Mrs. Smoot. Yes, sir. 

Senator Fursricut. Do you know, Mrs. Smoot, whether or not 


Mr. Jacobs had ever discussed the matter of personnel in the Detroit 


office with Mr. Dunham ? 
Mrs. Smoor. Not that I know of, Senator; no, sir. 
Senator Fu.tprieut. You never heard. 
Mrs. Smoor. No, sir. 
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Senator Funpricut. As I understand the testimony, you heard the 
conversations. 

Mrs. SmMoor. Most of them; yes, sir. 

Senator Futsrieutr. Mrs. Smoot, I notice in your records here you 
have many entries where Merl Young had called and nothing is said 
in the diary about the conversation, whereas in practically all other 

‘ases you make notations about the subject which was discussed. Why 
is it that you rarely took down anything 

Mrs. Smoot. Is that the first part of 1949, Senator ? 

Senator Futsricut. August 1949, or July, all through 1949, the first 
part too, June 1949 and November. This is a typical entry, Mrs. 
Smoot. 

Mrs. Smoor. Senator, I believe that was before Mr. Dunham’s pri- 

vate phone terminated in my box on my desk. 

Senator Futpricur. Well, take November 9, 1949. All you say is 
that Mr. Merl Young telephoned. You do not say what was talked 
about. 

Mrs. Smoor. I never thought it was anything very important, Sena- 
tor, so I did not waste time listening to it. 

Senator Futsricutr. What was the character of those conversations ? 

Mrs. Smoor. I do not think Merl Young talked too much about loans, 
Senator, really. 

Senator Futsricur. What did he talk about ? 

Mrs. Smoor. As far as I know, most of the calls were personal. 

Senator Funtpricutr. Personal ? 

Mrs. Smoor. Yes, sir. 

Senator Futsrieutr. Give us an example, what did he and Mr. Dun- 
ham have in common other than RFC business ? 

Mrs. Smoor. They would lunch together once in a while 
a very likable young fellow, or seemed to be. 

Senator Futpricur. Generally, then, all they did on the telephone 
was to make engagements to have lunch together or meetings? 

Mrs. Smoor. Something of that kind, Senator, but Mr. Dunham 
did not have any-—— 

Senator CArenarr. Let me ask this question, Mr. Dunham: Is 
not a fact that you considered Mr. Young as Mr. Dawson’s agent? Mr 
Youne did a lot of footwork, a lost of work for Mr. Dawson ? 

Mr. Dunnam. No, sir; I would not say that. wh Dawson and Mr. 
Young I regarded as close friends. JI regarded Mr. Willett and Mr. 
Young as close friends. 

Senator Capenarr. Did you not regard many of the things 
Young said to you as coming from Dawson ? 

Mr. Dunnam. Oh no, sir. No; he worked for the Democratic 
National Committee. 

Senator CarEuaArr. Who did? 

Mr. Dunnam. Young. 

Senator Dovgtas. But he was also primarily the representative of 
Lustron and Jacobs; is that not true ? 

Mr. Dunnam. That is right. While he was doing that he was also 
on the staff of the Democratic National Committee. 

Senator Carruarr. You said a minute ago that he was a likable 
young fellow. Why would a likable young fellow be making so many, 
many calls to you, a big Director of RFC? What was there about Mr. 
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Young that you would lunch with him so often and he made so many 
calls?) There must have been more to it than 

Mr.Dunuam. Senator, I tried to cover that in my statement. I 
knew five men in Washington closely. I was taken into their social 
group 

Senator Capenart. Who were the five? Let us name them again. 

Mr. Dunuam. Mr. Dawson, Mr. Willett, Mr. Young, Mr. Windham, 
and Mr. Jacobs. 

Senator Carenart. Those are the five? 

Mr. Dunuam. Jacobs was not in Washington 

Senator Carenarr. He was in Detroit but he came to Washington 
quite often ? 

Mr. Dunnam. Yes. 

Senator Cargenarr. Was it your impression that those five men 
were close to the White House and were speaking for the White House ’ 

Mr. Dunnam. It was not my impression that they were speaking 
for the White House, sir. 

Senator Carenart. That they were close? 

Mr. Dunuam. I think they had a degree of entree that was notice- 
able. 

Senator Carrenarr. In the White House? 

Mr. Dunnam. That is right. 

Senator Carenmartr. And that had an influence upon you? 

Mr. Dunnam. That undoubtedly had an influence upon me, not in 
the question of making the loans. 

Senator Carenartr. In what respect did it have an influence on you 4 

Mr. Dunnam. My respect for them and their influence in Washing- 
ton. 

Senator Carenart. In other words, you felt it was well to stand in 
good with them because they had influence at the White House ? 

Senator Futsrienr. Did you think Mr. Young was related to the 
President / 

Mr. Dunnam. I have heard it rumored, and I have heard it denied, 
Senator; I do not know. 

Senator Dovetias. What did you think ? 

Mr. Dunnam. All I can do, Senator, is guess. I do not know. 

Senator Funsrienr. Did Willett tell you he was related to the 
President ? 

Mr. Dunnam. I never remember of anybody telling me. I have 
heard that rumor. 

Senator CaprHarr. You said you heard the rumor and you heard 
he was and you heard he was not. 

Mr. Dunnam. I have heard Mr. Young deny it. 

Senator Carrnarr. What was your general impression? Was there 
anytime in your history that you felt that he was related to the Presi- 
dent ? 

Mr. Dunuam. I thought there might be a connection through some 
of the in-laws. I did not know. 

Senator Capenart. I do not see anything wrong with it. 

Mr. Dunuam. I do not either. I just did not know and I thought 
it might be a connection through some in-laws. 

Senator Futrrienr. Did Herschel Y oung ever tell you that, that 
he was related to the President? 

Mr. Dunnam. I do not remember. 
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Senator Futericur. Do you know Herschel Young? 

Mr. Dunuam. Yes, sir; I have seen him a few times, quite a few 
times. 

Senator Carenarr. Did you testify yesterday that you had never at 
any time met Mr. Joe Rosenbaum / 

Mr. Dunnam. That is right. To my knowledge, I have never seen 
the attorney, Rosenbaum. 

Senator Futsricgur. Ever talk to him on the phone? 

Mr. Dunnam. Never to my knowledge have I talked to him on the 
phone. 

Senator Carruarr. Did you ever hear his name mentioned ? 

Mr. Dunuam. I think the first time I heard his name mentioned, 
to register with me, was in these hearings. 

Senator Futsricur. Did Rex Jacobs ever mention him to you? 

Mr. DunHam. Never that I remember at all. 

Senator Fu.sricur. Did Windham? 

Mr. Dunnam. Never that I remember at all. 

Senator Futsrienr. Young? 

Mr. Dunnam. Never that I remember. 

Senator Futsrient. You just do not remember. You are not stat- 
ing that they did not. 

Mr. Dunnam. No— 

Senator Futsricur. You will not state positively anything. 

Mr. Dunuam. Senator, I cannot—all I can do is tell you the best I 
know how. 

Senator Futericut. I understand. You just do not know anything 
about these matters. 

Mr. Dunuam. I know 

Senator CareHart. Do you know an attorney by the name of David 
Krooth, who is the attorney for the General Panel Corp. of Burbank, 
Calif. ? 

Mr. Dunnam. I think he has been in my office, but I have no—— 

Senator Carenart. He was also the attorney for Alliance Homes. 

Mr. Dunuam. Oh, yes; of Philadelphia? They have been in my 
office. 

Senator CareHart. Do you know Mr. Krooth, the attorney? 

Mr. Dunnam. That is right. 

Senator Carenart. Did you handle the Southern California Homes 
RFC loan, where Wilson Wyatt was the attorney for them ? 

Mr. Dunnam. I do not remember that loan at all, sir. 

Senator Carrnart. You do not remember the loan at all ? 

Mr. Dunnam. No. The records will show. 

Senator CareHart. Do you remember the Strathmore Lumber Co. 
of Detroit, Mich., loan? 

Mr. Dunnam. Yes, sir. 

Senator Carenart. Was Max Siskin, an attorney here in Washing- 
ton 

Mr. DunHam. I do not remember who the attorney was, but I know 
Ted Livernois that owns the Livernois Lumber Co. 

Senator CareHart. How much was the loan for? 

Mr. Dunnam. It seemed to me it was some $900,000. I did not even 
remember now whether we made it or not. 

Senatotr Capenart. They were in the lumber business? 

Mr. Dunnam. The building and lumber business; yes, sir. 
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Mr. Dunnam. No. As far as I know I have never seen him. 
Senator Furpricnt. On July 22, 1949, Mr. Young called you to 
arrange a luncheon, at which you met his brother and several other 
men interested in Lustron. Merl Young, at that time, was a Lustron 
vice president. He was also on the payroll of the F. L. Jaeobs Co. 
Who were these men and what was the nature of their interest in 
Lustron ? 

Mr. Dunnam. Did you say the 29th? 

Senator Futprieut. July 22, 1949. 

Mr. Dunuam. It does not seem to go into detail, and I do not know 
‘om that memorandum what their interest was. 

Senator Futsricur. You do not know? 

Mr. Dunnam. No, sir. 

Senator Futsricur. You met Herschel Young on July 22, 1949, 
when Mer! introduced you. 

On September 6, 1949, Mr. Willett called on you with Mr. Herschel 
Young and a Mr. Merriam to talk about a Joan application. Did Mr. 
Willett ask you to give this matter your special attention ? 

Mr. Dunuam. He m: iy have or may not. Nothing in this record 
shows, and I have no recollection of that name. 

Senator Futsrientr. Did you understand that Herschel Young was 
Mr. Willett’s special friend ? : 

Mr. Dunnam. No; I did not think he was a member of a group that 
was close to Mr. Willett. 

Senator Futsricutr. On Wednesday, October 26, 1949, Mr. Merl 
Young telephoned—this is your entry—made appointment for his 
brother Herschel Young and John Merriam, of Philadelphia, to see 
Mr. Dunham. Mr. Merriam talked with Mr. Dunham re taking over 
the management of the Lustron plant. 

Do you remember that? 

Mr. Dunnam. Yes; I remember that conversation. There was 
nothing I could do about that, and the matter did not take long to 
dismiss. 

Senator CarenaArtr. What did you think about Mr. Young being an 
employee of Lustron, taking money from them, and yet bringing a 
man in from Philadelphia to see you, an RFC Director, about under- 
mining the management of Lustron? Did not that seem to you 
strange? What would you have thought of a man who had been 
working for you who would have done a thing like that ? 

Mr. Dunnam. I do not know at what point Mr. Young left the 
employment of Lustron. 

Senator Doveias. October 4, you know that. 

Mr. Dunnam. He left the employ in the fall—— 

Senator Dovetas. In the fall of 1950. 

Senator Caremart. Here is Mr. Merl Young, a vice president of 
Lustron drawing $18,000 a year from them, and you a Director of 
RFC met with Mr. Young and with Mr. Merriam to discuss the possi- 
bility of Mr. Merriam taking over the management of Lustron. 

As a man with much business experience, why did you do a thing 
like that ? 

Mr. Dunnam. Why did I doa thing like that / 
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Senator Carenartr. Yes. Your own diary says that. 

Mr. Dunuam. Why did I talk with him at all, you mean? 

Senator Carenarr. Yes. What did you think about a man that 
would be taking money from a corporation to be an officer of 1it-—— 

Mr. Dunnam. It may have been done with the full approval of the 
officers of the corporation. I do not remember now—— 

Senator Carenarr. Officers of which corporation ? 

Mr. DunNuam. Except what that record shows. 

Senator Carenarr. Officers of which corporation / 

Mr. Dunnam. The Lustron Co. It may have been done with their 
fullapproval. Had I seen anything—well, I just have no recollection 
except that record. 

Senator Carenarr. Let me ask you this: Do you remember a loan 
made to the Pacific Coast Drive-In, Inc., of California / 

Mr. Dunnam. Yes, sir; I think I voted against that loan. 

Senator Carenarr. You voted against it / 

Mr. Dunuam. I think so. 

Senator Carenart. Do you remember the principals in that loan / 
Who were the attorneys for it ? 

Mr. Dunnam. No, sir; I am sorry. 

Senator Carenarr. Or any details, except you do remember the 
loan? 

Mr. Dunnam. It seemed to me I voted against that particular loan. 

Senator Carenart. You felt that that was not in the public interest / 

Mr. Dunnam. It was in southern California, as I remember it. 

Senator Carpenart. Yes. 

You felt it was not in the public interest. 

Mr. Dunnam. Yes. 

Senator Doveias. Mr. Dunham, I would like to read from the 
transcript of the hearing on June 28 of last year. Senator Fulbright 
inquired : 

Do you know what he, Young, is doing now, Mr. Dunham? 

Mr. DunHAM. I do not believe I know what he is doing. I do not know where 
he gets his income from. He is living in Washington, I understand. I have 
not seen him for some time. 

Yet your diary shows the following three entries: 

Friday, May 26: Lunched with Merl Young at the Statler Hotel— 
which was a month before that. 


Thursday, June 1, 1950: Merl Young telephoned over Executive 0988. He 
talked later with Mr. Dunham at home. 
Wednesday, June 14, 1950 


just 2 weeks before. 

Mr. Dunham lunched with Messrs. Rex Jacobs, Ed Willett, and Merl Young at 
the Statler Hotel. 

The only conclusion I can draw from this is that on June 28, 1950, 
you had unduly minimized your connection with Mr. Young and had 
given the impression to the committee that you did not know much 
about him or what he was doing when just 2 weeks before you had 
lunch with him and Mr. Jacobs and Mr. Willett, and a month before 
had had lunch with him, and also talked over the telephone with him. 
It is those things which make us believe that you are being less than 
candid with the committee. 
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Mr. Dunnam. I cannot blame you a bit, Senator, for reaching that 
conclusion, if that is the case. I repeat, when I made that st itement 
I had no idea that I had seen Mr. Young. 

Senator Doveias. Though you had lunch with him 2 weeks before ? 

Mr. Dunnam. Two weeks before. I would like to go over those 
dates again, if you will please, sir. 

Senator Douctas. The statement you had seen him was made on 
June 28. What year? 

Mr. Dunnam. 1950. 

Mrs. Smoor. What was the last date he lunched with those men, 
Senator ? 

Senator Dovenas. June 14, 1950. 

Is that correct ? 

Mr. Dunnam. That is correct; yes. 

Senator Dovcias. And is it true also that you had lunch with him 
on Friday, May 26, 1950; is that correct? 

Mr. Dunnam. That is correct. 

Senator Doveras. Is it true you talked with him over the telephone 
on Thursday, June 1, 1950? 

Mr. Dunnam. Yes, sir. 

Senator Doucrias. That is correct ? 

Mr. Dunuam. Yes, sir. 

Senator Dovéias. Yet on June 28 you said: 

I do not believe I know what he is doing. I do not know where he gets his 
income from. He is living in Washington, I understand. 

Mr. Dunuam. That is right. 

Senator Doucias. “But 1 have not seen him for some time.” 

Mr. Dunnam. These records, you understand, were not available 
to me, , 

Senator Dove.uas. I know. 

Senator Fusricur. But this was a statement you made to our 
committee in June Mr. Dunham. Do you mean to say that you take 
no responsibility for what you did beyond 10 minutes ago? You 
could not tell us now what vou did last week. Isuppose. Isthat your 
position, that you are not responsible for your memory beyond a few 
hours ¢ 

Mr. Dunnam. Oh, no. 

Senator Fuisricur. That is the effect of it. If it is not that, you 
were consciously misleading the committee in that testimony, were 
you not? 

Mr. Dunnam. I did not intend to deceive the committee in that 
testimony. 

Senator Futsricur. You did or did not ? 

Mr. Dunnam. I did apparently deceive you in that testimony. 

Senator Futsrienr. But it was because you are naive; you did not 
know you were supposed to tell the truth. 

Mr. Dunuam. No: because I did not remember, sir. 

Senator Futsricur. You are sufficiently sophisticated to know that 
when you come before a committee you are supposed to tell the truth, 
are you not‘ 

Mr. Dunnam. That I am. 

Senator Fursricur. You have learned that since you have been 
here. 

Mr. DunHamM. Yes, sir. 
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Senator Futsricur. But you did not know it at that time, though ? 

Mr. Dunnam. | knew it at that time: ves, sir. 

Senator Doug.ias. 1 want to point out that the contacts between 
Mr. Dunham and Mr. Young did not cease—on the 19th of July 


he 
telephoned and— 


discussed matter of appointment of George Tribble, now a member of the Board 
of Preferred Accident, to the presidency. Mr. Dunham stated that, in view of 
the investigation being conducted at the present time, the safest course to follow 
is to do nothing until the report is completed. 

On Thursday, July 20, the next day, Mr. Merl Young telephoned 
about the Central Iron & Steel application. You said that you would 
talk to Frank Williams about that. 

On August 9, he called you again. 

So it is these things that force us to believe that your connections 
with Mr. Young were not as casual as you would imply. 

Senator Funsricut. Mr. Dunham. about the mid lle of December 

L949, Mr. Herschel Young brought in some people who were interested 
in the purchase of patent rights belonging to an RFC borrower. You 
later told them everything ae | be all right about this matter. 

What did you mean by thi: 

Mrs. Smoot. What date / 

Senator ie LBRIGHT. January 3, 1950, is the entry. 

December 14, 1949. is the first one. 

It starts Wednesday, December 14.) Messrs. James Garfield and 
Maxwell Gross called on Mr. Dunham at the suggestion of Mr. Her- 
schel Young, re purchase of patents to manufacture Warren Me Arthur 
seats. 

That is the entry. 

Mr. Dunnam. We were trying sell—about the only item that we 
could recover from the Warren McArthur loan were some patents. 
and they were to be put up for sale. I think they afterward were put 
up for ‘sale and sold. That was apparently the patents that they 
wished to inquire about. 

Senator Fuusrigur. When you said everything would be all right 
you meant that the deal had been arranged: is that right / 

Mr. Dunnam. No: I do not think there was any deal arranged. | 
do not know what “all right” meant. 

Senator Futsriaur. Well, what did you mean / 

Mr. Dt on iM. Well, I did not write it so IL do not know exactly what 
I meant, but “Mr. Dunham stated there was nothing new in conne¢ 
tion with the matter.” That is down there. The es nt covered 

Senator Futsricutr. Mr. Dunham, on October 25. os 7 rl Young 
called your office to make an an appointment for Mr. A. J. Blagden 
of Federal Machine & Welder Co.. Warren, Olio. What did you 
understand to be the relationship between Mr. Young and 
Mr. Blagden / 

Mr. Dunnam. I think they were both interested in the Lustron 
Corp. If I remember, Mr. Blagden was a stockholder. I think. of the 
Lustron Corp. 

Senator Futsriagnr. On November 17, 1949. Merl Youne made 
appointment for you to meet Mr. Daniel J. Hanlon. Do you remem 
ber Mr. Hanlon ¢ 

Mr. Dunnam. No: I do not remember Mr. Hanlon. 
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Senator Fu.tsricutr. You do not remember Mr. Hanlon? 

Mr. Dunnam. I do not remember him, sir. 

Senator Futsrienr. But you did have an appointment with him. 

Mr. DunHam. Apparently I had an appointment and apparently 
he kept it. 

Senator Futsrianr. Mr. Hanlon was the attorney, the unsuceess- 
ful attorney, for the Sorrento Hotel loan, which was disc ‘ussed In our 
hearings on Mond: ay. Mr. Glassgold and Mr. Murray took over in his 
place and succeeded with the application. Would you tell the sub- 
committee what you know about this application and why it was more 
acceptable when it came into the hands of Mr. Murray and Mr. 
Glassgold. 

Mr. Dunnam. I have made no investigation of the Sorrento loan. 
I am under the impression that it passed before I got there. 

Senator Futsrigut. This is on November 17, 1949. You were a 
director at that time, were you not? Were you a director at that 
time ? 

Mr. DunuHAmM. Yes, sir. 

Senator Futsricur. Mr. Hanlon came to see you. Does not that 
refresh your memory any ? 

Mr. Du NHAM, No. sir. 

Senator Futsricgur. Do you remember the Sorrento Hotel loan ? 

Mr. Dunuam. I have heard it mentioned, and I have never looked 
at the file. 

Senator Futsricur. Mr. Hanlon was the attorney. You made the 
loan, did you not ? 

Mr. Dunnam. Senator, I do not know at this moment. 

Mrs. Smoor. Is that Sax Enterprises, Senator ¢ 

Senator Futsrigutr. No; the Sorrento Hotel owned by Simberg. 
That is what Mr. Hanlon came to see you about, I assume. It was at 
that time. 

Mr. Dunnam. That is a fair assumption, but I—— 

Senator Futericut. Do you remember why RFC turned down the 
Sorrento Hotel loan the first time while Mr. Hanlon was handling 
it 

Mr. Dunnam. I have no recollection of the Sorrento loan. 

Senator Fu.sricutr. No recollection ? 

Mr. Dunnam. No, sir. 

Senator Futsricut. What did Mr. Merl Young have to do with the 
loan application of the Central Iron & Steel Co. ? 

Mr. Dunnam. Central Iron & Steel Co., I think the indications 
from the Democratic National Committee were that they were inter- 
ested in that loan. 

Senator Futsricgut. They were interested ? 

Mr. Dunnam. That is my understanding. 

Senator Futsrient. Did the y describe the nature of their interest ? 

Mr. DunHAM. No, sir. 

Senator Carenartr. You mean by that statement that anything 
Young did you felt he was doing it for the Democratic National 
Committee ? 

Mr. Dunnam. My understanding is that the first indication of that 
came from Mr. Gratz. 

Senator Careuarr. He is with the Democratic National Committee ? 
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Mr. DunHuaAm. He was with the Democratic National Committee. 

Senator Doveias. When you say they were interested, does that 
mean they wanted to have the loan granted or that they wanted to 
have the loan considered, which ? 

Mr. DunHam. They wanted to have the loan considered ; yes, sir. 

Senator Dovcias. Did they ask you to make the loan / 

Mr. Dunuam. No, sir; there was no pressure that I remember put 
on that loan. 

Senator Futpricgut. On July 20, when Mr. Young called you, did 
you know at that time he was connected with the Democratic National 
Committee ? 

Mr. Dunnam. What year, sir? 

Senator Fu.prient. 1950. 

Mr. DunHuam. I do not know whether he was or not. 

Senator FutBricnt. Was he connected with them ? 

Mr. DunHam. I think not. 

Senator Funtspricut. He was not? 

Mr. Dunnam. I am not sure now. He was informally connected 
with the committee all through my acquaintanceship with him. 

Senator Futsricur. But you just said a moment ago that he called 
you to say the Democratic Committee was interested in this loan. 

Mr. Dunnam. Part of the time his sole job, or responsibility in 
Washington was with the Democratic National Committee. 

Senator Futsricut. I am talking about July 20, 1950. That is less 
than a year ago. 

Mr. DunuAmM. Yes, sir. 

Senator Fu.pricur. July 20, 1950. 

Mr. Dunuam. Apparently there was some information he wanted 
about that loan, and I was to talk with Frank Williams and let him 
know. I never remember talking with Frank Williams about it. 

Senator Fursricut. You do not know what the information was/ 

Mr. DunHam. No, sir. 

Senator Funsricut. On June 14, 1950, you had lunch with Rex 
Jacobs, Ed Willett, and Merl Young. What did you talk about on 
that day? 

Mr. Dunuam. There is no indication here what we talked about. 

Senator Fu.Bricur. You do not remember / 

Mr. Dunnam. No, sir. 

Senator Futericut. Mr. Dunham, what is it about Mer] ane that 
makes him so valuable to Mr. Rex Jacobs? You know Mr. Jacobs 
very well, vou know his business, and you know Mr. Young. W i is it 
you think Mr. Jacobs put such a high value on Mr. Young’s services / 

Mr. Dunuam. I could give you nothing but a guess on this. 

Senator Fu.srienr. All right. give us your guess, 

Mr. Dunuam. Mr. Rex Jacobs is a keen businessman. 

Senator Doveias. You mean that Mr. Young has such great. ability 
that Mr. Jacobs hired him for his ability ? 

Mr. Dunuam. I was in the middle of my sentence. 

Senator Doveras. Well, excuse me. 

Mr. Dunuam. I repeat, Mr. Jacobs is a keen businessman. What- 
ever his interest is he feels the investment in Mr. Young’s services is 
worth while. I do not know whether it is ability or influence or what 
it is, and Mr. Jacobs 
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Senator Futsricur. You know him much better than we do. Can 
you not give us your understanding of Mr. Young’s value to Mr. 
Jacobs? What do you think it is? If it is ability, what kind of 
ability ? 

Mr. Dunnam. All I can say is this: In the analysis that Im: ade of the 
situation, it appeared to me that a businessman like Jacobs might 
save himself many a trip to Washington if he had somebody here to 
run his errands, and m: avbe that is worth the money he is paying Mr. 
Young; I hope so. 

Senator Funtsrienr. You know he is paying him now $138,000 a year, 
do you not? 

Mr. Dunuam. I heard so, I do not know that. 

Senator Futsrientr. Mr. Jacobs testified to that. 

Mr. DunuHam. I understood that. 

Senator Dovenas. Mr. Dunham, de you think Mr. Jacobs might 
think that Merl Young had some value because he had lunch with 
you every 5 weeks or so? 

Mr. Dunnam. Oh, I think not. I think not. It is possible, but I 
do not know. 

Senator CAPEHART. Where would you have these luncheon meet 
ings? 

Mr. DunHam. U sually in the Colony Room of the Statler Hotel. 
That isa place I have carefully avoided for some months. 

Senator FutsrieHr. Why was Mr. Jacobs so keenly interested in the 
business of the RFC? 

Mr. Dunnam. Why was he so—— 

Senator Futsricutr. Why was he so gre: atly interested? Why was 
he so interested in the busine ss of the RE C 

Mr. Dunuam. I do not know that he had any special interest in 
RFC business beyond his own loan. 

Senator Funsricur. Well, he had that loan which was being taken 
eare of all right. That is not what he discussed with you every time. 

Mr. Dunnam. No: there was no trouble on that. I think Mr. Ja- 
cobs has a genuine affection for both Mr. and Mrs. Young. 

Senator Fcierieur. For whom ? 

Mr. Dunuam. For both Mr. and Mrs. Young. 

Senator Funsricutr. Does he also for Mr. and Mrs. Dunham? Is 
it purely a social matter for you, or it is not ? 

Mr. Dunnam. I do not think he ~ as the same feeling for us. 

Senator Futsrieut. Do you think Mr. Jacobs has a genuine affec- 
tion for Mr. Dawson, too? 

Mr. Dunnam. I have never seen any evidence of that. They are 
close friends, but I have never seen the state of affection that exists 
in the case of the Youngs. 

Senator Futerigur. You lave seen your record here regarding a 
number of the calls that you had with Mr. Jacobs that would indi- 
cate a more than usual interest in the RFC, have you not ? 

ir. Dunnam. I think that is true. 

Senator Futsrienr. Why did he have such an interest in RFC? 

Mr. Dunuam. It is possible that he was promoting the interests 
of some group of attorneys s that I know nothing about. 

Senator Capenart, Would you have reference to the Rosenbaum 
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Mr. Dunnam. I would just rather not say what, I do not know. 
He has been mentioned in testimony concerning Mr. Boyle, and his 
firm, and concerning Mr. Rosenbaum. . 

Senator Fu.tericut. From page 12 of the report on favoritism and 
influence, I read the following quotation: 


The entries in Dunham's oflice records indicate it was his practice to discuss 
the affairs of RFC freely with representatives of the Democratic National 


Committee, and to give special attention to matters in which the committee was 
interested. 


To support this assertion, I will place in the record the following 
entries from Mr. Dunham)’s office records. 
(The entries referred to are as follows 7 


EXCERPTS FROM Diary or Watrtrer L. DUNHAM 


DEMOCRATIC NATIONAL COMMITTEE—WILLIAM M. BOYLI 

Thursday, April 28, 1949. Lunched with Mr. William M. Boyle, Jr., Executive 
Vice-Chairman, Democratic National Committee, at the Mayflower Hotel. 

Thursday, May 5, 1949: Mr. Kenneth Burns of Detroit called on Mr. Dunham. 
Mr. Dunbam went with Mr. Burns to call on Mr. William Boyle, Democratic 
National Committee, at 12:30. Then to the Mayflower Hotel where they joined 
Mr. Merl Young and Mr. Willett for lunch. 

Monday, May 9, 149: Mr. William Boyle telephoned to make appointment for 
Mr. George Tribble to call on Mr. Dunham tomorrow at 11:30 

Tuesday, May 10,1949: Mr. George Tribble, Maryland ¢ 
called on Mr. Dunham at the suggestion of Mr. Bill Boyle. 

Tuesday, May 10, 1949: Mr. Dunham lunched with Me 
Dawson, and Kenneth Burns at the Mayllower Hots 

Thursday, May 26, 1940: Telephoned Mr. William Boyle ‘ he ompleted 

Friday, May 27, 1949: Telephoned Mr. William Bovle, Democratic Nat 


‘asualty Co., Baltimore, 


ssrs. Boyle, Young, 


Committee 

Wednesday, June 1, 194%. Also telephoned Mr. Willia Bovle re mcheon 
Friday 

Friday, June 5, 1940: Mr. John Hudson came in about 12:50 He and Mr 
Dunham lunched with Messrs. Dawson, Boyle, and Willett at the Maytlowe1 
Hotel 

Wednesday, June 8S, 149: Mr. William Boyle telephoned Made appointment 
for Mr. George Jetter to see Mr. Dunham. Mr, Jetter came in at 2:30 

Wednesday, June 8, 1949: Mr. Dunham asked me to call Mr. Tribble, tell him 


he did not want to see him, and that it was not necessary 


or him to make the 
trip to Washington. Suggested I read to him lette 


r sent to Mr. MeGrath June 6, 
With copy to Mr. Boyle, re Waltham Watch, which I did Call was O. B 

Tuesday, June 14, 1949: Mr. Jerome Walsh, attorney, Messrs. Willett and 
Weaver called on Mr. Dunham today re Rhode Island Insurance Ce (Mr. Walsh 
is a close personal friend of Mr. Bill Boyle's. ) 

Friday, June 17, 1949: Mr. Dunham lunched with Messrs. Boyle, Dawson, 
Willett, and Young at the Statler Hotel. 

Friday, July 8, 1949: Mr. Robert Moore, Democratic National Committee, tele- 
phoned Mr. Dunham, at the request of Mr. Bill Boyle, re William Caralow, 
president of the Home Savings Bank of Boston. Anxious to get Mr. Caralow on 
the board of trustees of Waltham Watch 

Thursday, August 18, 1949: Mr. Dunham called Mr. Merl Young to inquire 
for address of Robert Haggerty. Mr. Young said to mail a letter to 1836 K Street 
NW., care of him (Young), and he would see that Mr. Haggerty received it Also 
Mr. Dunham talked with Mr. Bovle. Discussed Mr. Tribble 
Accident. 

Thursday, September 29, 1949: Sent day letter to William M 
care of Hotel Muehlebach, Kansas City, Mo., over Ex. OOSS 

Thursday, October 13, 1949: Mr. William Boyle telephoned re George Tribble 
Mr. Dunham said he would call Mr. Hise Monday and diseuss Mr. Tribble’s situ 
ation. Made tentative luncheon date for some time next week, after Wednesday. 

Monday, October 17, 1949: Mr. Dunham telephoned Mr. Bill Boyle, who is 
out of town until Wednesday: talked with Mr. Neil Roach instead. Told him 
the RFC Board, at this morning's meeting, recommended M 


Board of Preferred 


Bovle, Jr... in 


George Tribble for a 
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directorate on the Board of Preferred Accident Insurance Co. Mr. Roach was 
very pleased to hear this and said he would pass the information on to Mr. 
Boyle. 

Friday, October 21, 1949: Mr. Gray Leslie, assistant to Mr. Boyle, telephoned 
re Douglas Mills, Inc., of Douglas, Ga., and Haleyville, Ala. Mr. Seth Petterson 
handling this case. 

Tuesday, October 25, 1949: Telephoned Mr. Bill Boyle, at home ill. 

Friday, November 25, 1949: Mr. Dunham lunched with Mr. Donald Dawson. 
Talked with him about Mr. John Hudson regarding Mr. George Fitzgerald’s letter 
to Mr. Boyle, chairman of the Democratic National Committee. Mr. Dunham 
had told Mr. Hudson that if anything developed after his talk with Mr. Dawson 
he would either write him a note or call him on the phone. 

Thursday, February 2, 1950: Senator J. A. Hastings, of New York, telephoned 
from Mr. Bill Boyle’s office. Said he will call Mr. Dunham again upon his return 
to Washington. 

Thursday, February 9, 1950: Mr. Turney Gratz telephoned. Made appointment 
for Mr. Sam Morris, national committeeman from Arizona, to see Mr. Dunham. 
Mr. Bill Boyle, Democratic chairman, also telephoned to tell Mr. Dunham that 
Mr. Morris is a very close friend of his and the purpose of his call is to talk with 
Mr. Dunham re the Copper City Mining Co., of Gila County, Ariz. Said the 
first loan these people had from the RFC in the amount of $3,000,000 has already 
been paid. Mr. Morris called on Mr. Dunham. Mr. Willett was present for a short 
while; Mr. Dunham finally took Mr. Morris to Mr. Mulligan’s oilice, 

Thursday, March 30, 1950: Mrs. Florence Lynch, national committeewoman of 
Towa, came in re Pacific Paperboard Co., Long View, Wash., of which she is vice 
president. The loan came in for $450,000 on March 27, with agency declining. 
Mr. Kennedy of agency said in his letter that a loan in the reduced amount of 
$200,000 might be approved inasmuch as $1,550,000 is still outstanding from this 
company. Mrs. Lynch's appointment came through Mr. Boyle's office. 

Wednesday, July 12, 1950: Mr. Bill Boyle’s office telephoned. Made appoint- 
ment for Mr. Leo B. Parker of Parker & Knipmeyer, attorneys, Kansas City, Mo., 
to see Mr. Dunham at 3 o’clock. Talked with Mr. Dunham re Preferred Acci- 
dent. 

Thursday, July 13, 1950: Mr. Bill Boyle telephoned re possibility of appointing 
Leo B. Parker to the board of Preferred Accident. Said he was most anxious 
to become associated with Preferred in that capacity and asked Mr. Dunham to 
see what he could do toward bringing it about. Mr. Dunham stated that he 
would start working on it immediately. 

Friday, July 14, 1950: Mr. Leo B. Parker, of Kansas City, again called on Mr. 
Dunham at the suggestion of Mr. Bill Bovle 

Wednesday, July 19, 1950: Mr. Merl Young telephoned. Discussed matter of 
appointing George Tribble, now a member of the board of Preferred Accident, to 
the presidency. Mr. Dunham stated that, in view of the investigation being con- 
ducted at the present time, the safest course to follow is to do nothing until the 
report is completed. If it develops that the compeny is being badly managed, 
itis up tous tomakea change. Also mentioned the fact that Bill Boyle had sent 
Leo Parker over to discuss possibility of being appointed a director of Preferred 
Accident. 

DEMOCRATIC NATIONAL COMMITTEE—GEORGE FITZGERALD 


Monday, March 28, 1949: Mr. George Fitzgerald, Democratic National Com- 
mittee, telephoned from Detroit. Made appointment for him and Mr. Brooks 
Barron to see Mr. Dunham on Thursday at 11 o’clock. 

Tuesday, March 29, 1949: Mr. George Fitzgerald telephoned from Detroit, 
Mich. Coming to Washington April 6, will call on Mr. Dunham about 11 o’clock 
and lunch later. 

Monday, April 4, 1949: Mr. Jim Haswell, Detroit Free Press, telephoned. Mr. 
Dunham promised to call him on Wednesday when Mr. George Fitzgerald is in 
town. 

Wednesday, April 6, 1949: Telephoned Mr. Haswell. Told him Mr. Dunham, 
Mr. Brooks Barron and Mr. George Fitzgerald were lunching at the Willard at 
12:30 and wanted him to join them. Accepted. Also telephoned Mr. Merl 
Young and extend the same invitation. 

Wednesday, April 6, 1949: Mrs. S. Brooks Barron and George 8S. Fitzgerald, 
both of the Guardian Building, Detroit, Mich,. called on Mr. Dunham. Joined 
him, Mr. Haswell, and Mr. Merl Young at luncheon at the Willard Hotel. 

Tuesday, May 10, 1949: Telephoned Mr. George Fitzgerald, Detroit, Mich., 
over CAdillac 9020, O. B. Call not completed. 
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Wednesday, May 11, 1949: Called placed to Detroit, Mich. (Mr. George Fitz- 
gerald), completed today. 

Wednesday, June 1, 1949: Mr. Arthur Bernstein, St. Joseph, Mich., called on 
Mr. Dunham in connection with a mining matter. (Mr. George Fitzgerald in- 
terested.) Mr. Walter W. Lytzen, mining section, was present at the meeting. 

Thursday, July 14, 1949: Mr. George Fitzgerald telephoned from Detroit while 
Mr. Dunham was out to lunch. Called Mr. Fitzgerald upon his return at Wood- 
ward 1-9020, Detroit, Mich. O. B. 

Friday, September 30, 1949: Mr. George Fitzgerald telephoned from Detroit. 

Friday, November 25, 1949: Mr. Dunham lunched with Mr. Donald Dawson. 
Talked with him about Mr. John Hudson regarding Mr. George Fitzgerald’s letter 
to Mr. Boyle, Chairman of the Democratic National Committee. Mr. Dunham 
had told Mr. Hudson that if anything developed after his talk with Mr. Dawson 
he would either write him a note or call him on the phone. 

Saturday, February 4, 1950: Saturday morning, February 4, until 1 o’clock, 
spent with George Fitzgerald trying to smooth out his contact with the RFC. 
Mr. James Windham was present at this conference. 

Saturday, February 4, 1950: While in Mr. Fitzgerald’s office, Mr. J. A. Hastings 
telephoned from New York to inform Mr. Dunham that they would like to have 
all Kaiser-Frazer suits canceled out. 

Tuesday, February 14, 1950: Messrs. Jim Windham, George Fitzgerald, and 
C. E. Matheson called on Mr. Dunham re Bridgeways, Inc., Detroit, Mich. Mr. 
Kenneth Burns was present at the discussion later. Mr. George Fitzgerald 
talked with Mr. Eckfeld at the Detroit loan agency over EX O9SS. Call charged 
to LIncoln 3-2128. 

Friday, February 17, 1950: Messrs. John Worley, Tom Arbron, and George 
Fitzgerald called on Mr. Dunham re Mr. Arbron’s business (plastics). 

Monday, March 27, 1950: Messrs. George Fitzgerald and Edward Martin Welch, 
of Detroit, Mich., called on Mr. Dunham. While here, Mr. Welch placed a collect 
eall to Mr. John Poole at Woodward 2-9070, Detroit, over the Corporation’s 
switchboard. 

Tuesday, March 28, 1950: Mr. Dunham telephoned Detroit Loan Agency. 
Talked with Messrs. Eckfeld and Watts on hook-up re R. C. Allen Business Ma- 
chines application. Informed these gentlemen that Mr. George Iitzgerald was 
in Washington yesterday—talked with Mr. Dunham re this case. Mr. Fitz- 
gerald was under the impression that Mr. Watts was against making the loan. 
Mr. Watts stated that he had not talked with anyone regarding this application. 
Mr. Dunham asked them to give it special consideration. 

Wednesday, April 19, 1950: Mr. George Fitzgerald telephoned from Detroit 
re application of R. C. Allen Business Machines, Detroit. Telephoned Miss 
Buskey’s office—not received as yet. Mr. Dunham assured Mr. Fitzgerald he 
would look for it and give it his undivided attention when it arrives here. 

Thursday, May 4, 1950: Mr. George Fitzgerald and Mr. Bernstein called on 
Mr. Dunham. 

Wednesday, June 14, 1950: Mr. George Fitzgerald telephoned from Detroit. 
Arrangements were made for Mr. Dunham to meet with Mr. Fitzgerald in his 
office at 9:30. Application of R. C. Allen Business Machines was also discussed, 
This matter will have Board action tomorrow and Mr. Dunham informed Mr. 
Fitzgerald it should be favorable. 

Wednesday, June 21, 1950: Mr. George Fitzgerald telephoned—told operator 
Mr. Dunham could be reached at the Yacht Club, Mackinae Island. 


DEMOCRATIC NATIONAL COMMITTEE--H. TURNEY GRATZ 


While an employee of RFC: 

Tuesday, March 22, 1949: Mr. H. Turney Gratz, attorney, called on Mr. 
Dunham. Mr. Gratz is a friend of Mr. William M. Boyle, executive 
man, Democratic National Committee. 

Tuesday, May 3, 1949: Mr. Turney H. Gratz, Jr., called on Mr. Dunham. 

Thursday, May 5, 1949: Turney H. Gratz., Jr., called on Mr. Dunham. 

Wednesday, June 1, 1949: Mr. Turney Gratz called on Mr. Dunbam with Mr. 
Albert Hubschmann, Roller-Smith Co., Bethlehem, Pa. 

Friday, June 3, 1949: Mr. Turney Gratz called on Mr. Dunham with Mr. C. B. 
Newell, director, CIO in Pennsylvania. 

Tuesday, June 7, 1949: Turney Gratz talked with Mr. Dunham. 

Wednesday, June 8, 1949: Mr. Turney Gratz also came in to see Mr. Dunham. 

Tuesday, June 14, 1949: Mr. Turney Gratz telephoned re application of Mr. 
Albert Hubschmann, Roller-Smith Co., Bethlehem, Pa. 
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Tuesday, June 21, 1949: Mr. Turney Gratz called on Mr. Dunham this morning. D 

Wednesday, June 22, 1949: Mr. Turney Gratz telephoned—will call Mr. Dun- 
ham tomorrow. 

Thursday, June 28, 1949: Turney Gratz telephoned to ask if Mr. Dunham B 
planned to attend the field day dinner. Told him he did not. 


Wednesday, June 29, 1949: Mr. Turney Gratz called on Mr. Dunham this . 
morning. fi 
Wednesday, June 29, 1949: Turney Gratz again called on Mr. Dunham after M 
the meeting. M 
Friday, July 1, 1949: Turney Gratz talked with Mr. Dunham re Roller-Smith. M 
Monday, July 11, 1949: Mr. Turney Gratz called on Mr. Dunham in advance of i 
the meeting this morning. D: 
Tuesday, July 12, 1949: Turney Gratz telephoned—came in with a Mr. Lee B. oe 
Schumacher and introduced him to Mr, Dunham. 
Monday, July 25, 1949: Mr. Turney Gratz called on Mr. Dunham in advance of 
the Board meeting. ti 
Wednesday, July 27, 1949: Mr. Turney Gratz called on Mr. Dunham—tnet Mr. \ 
Burns. ; 
Friday, August 26, 1949: Mr. Turney Gratz came up at Mr. Dunham's request. te 
Wednesday, August 31, 1949: Mr. Turney Gratz called on Mr. Dunham, ~ 
Wednesday, September 14, 1949: Turney Gratz telephoned—call not completed, a 
Thursday, September 15, 1949: Telephoned Mr. Turney Gratz in response to 
his call of yesterday. 
Monday, October 10, 1949: Mr. Turney Gratz called on Mr. Dunham this : 
morning th 
Friday, November 4, 1949: Mr. Turney Gratz telephoned to extend an invita- 
tion on behalf of the State racing Commissioner of Maryland to be his guest at at 
Pimlico today. Mr. Dunham declined. fa 
Wednesday, November 16, 1949: Mr. Turney Gratz called on Mr. Dunham with | 
Messrs. Kim Ak Ching, president of the American Security Bank, Honolulu, m 
Hawaii, and Peter A. Lee, attorney, Z 
Wednesday, December 7, 1949: Mr. Turney Gratz called on Mr. Dunham Bi 
Friday, December 9, 1949: Mr. Turney Gratz talked with Mr. Dunham this ha 
morning. és ; D 
Wednesday, December 21, 1949: Turney Gratz called on Mr. Dunham with 
Senator Jack Hastings, New York State, re railroad problem. aD 
Thursday, December 22, 1949: Turney Gratz came in with William R. Daley, = 
president of Otis & Co., Cleveland, Ohio. Mr. Gratz left and Mr. Daley stayed : 
until 5:30. . 
Thursday, December 29, 1949: Mr. Turney Gratz called on Mr. Dunham after me 
the meeting. Telephoned later to arrange appointment for Mr. Max Siskind to sb 
talk with Mr. Dunham. Mr. Dunham suggested Mr. Siskind talk with Mr. Hise. up 
Thursday, January 5, 1950: Mr. W. R. Daley, president of Otis & Co., Cleveland, Ae, 
Ohio, called on Mr. Dunham. Appointment arranged by Mr. Gratz Mr. Daley —_ 
asked Mr. Dunham to intercede with a view to having Kaizer-Frazer “eall off’ 
suits now pending. However, was unable to give any specific method or 
details of settlement, nor was he willing to have his name mentioned. Mr. Dun 
ham told him he was uninformed on the merits of the case and did not feel he had re 
any reason to intervene. ha 
Monday, January 9, 1950: Narvin Weaver telephoned re party to be held for 
Mr. Turney Gratz on Wednesday night—Chinese Room, Maytlower Hotel—$4 for mi 
men: $2.50 for women. Du 
Wednesday, January 11, 1950: Olga Ross and Evelyn Brand, of New York, Cor 
called on Mr. Dunham at the suggestion of Mr. Turney Gratz re plan to sell more 
Kaiser-Frazer cars. Mr. Dunham advised them that the RFC has nothing to do Mr 
with Kaiser-Frazer sales; that they would have to deal direct with the Kaiser ; 
Frazer people. for 
ifter leaving RFC to enter employ of Democratic National Committee: ae 
Tuesday, January 17, 1950: Mr. John A. Hastings telephoned from New York mee 
to thank Mr. Dunham for everything he is doing in connection with pending suits. 
Said everything is progressing very nicely. Turney Gratz will contact Mr. Dun- te} 
ham to report further re this matter. a 
Wednesday, January 18, 1950: Mr. Turney Gratz telephoned. Said he had for 
talked with Mr. W. R. Daley who seemed very well pleased with the outcome of Mil 
the matter which he discussed with Mr. Dunham several times. at! 


Monday, January 28, 1950: Mr. Turney Gratz telephoned to make appointment 
for Mr. J. A. Hastings, of New York, to see Mr. Dunham sometime today. How- 
ever, it could not be arranged, 





TOOA PN” ele ell ee ee eee ee ee ee ee ee 


STUDY OF RECONSTRUCTION FINANCE CORPORATION 1393 


Monday, February 6, 1950: Mr. Turney Gratz telephoned. Asked where Mr. 
Dunham could be reached in Detroit—gave him Mr. Dunham’s office telephone 
number there. 

Monday, February 6, 1950: Monday, February 6, had long interview with Cy 
Bevan on Kaiser-Frazer affairs. Returned to the Detroit Loan Agency Monday 
afternoon, While at the agency received a call from ‘Turney Gratz. 

Thursday, February 9. 1950: Mr. Turney Gratz telephoned. Made appointment 
for Mr. Sam Morris, national committeeman from Arizona, to see Mr. Dunham 
Mr. Bill Boyle, Democratic chairman, also telephoned to tell Mr. Dunham that 
Mr. Morris is a very Close friend of his and the purpose of his call is to talk with 
Mr. Dunham re the Copper City Mining Co., of Gila County, Ariz. Said the first 
loan these people had from the REC in the amount of $3,000,000 has already been 
paid. Mr. Morris called on Mr. Dunham, Mr. Willett was present for a short 
while—Mr. Dunham finally took Mr. Morris to Mr. Mulligan’s office 

Friday, February 10, 1950: Telephoned Turney Gratz. 

Thursday, Feruary 28, 1950: Mr. Turney Gratz telephoned Said applica- 
tion of Glasgow's Inc., of Jackson, Mich., received this morning for $120,000 
Ageney recommends $120,000. Not assigned to an examiner yet 

Tuesday, April 11, 1950: Mr. Turney Gratz, Democratic National Committee, 
telephoned re Calumet Iron Works. Said applicant is desirous of obtaining 
$500,000 and asked Mr. Dunham to give the matter his favorable consideration 
when it is presented to the Board. 

Friday, April 21, 1950: Telephoned Turney Gratz re Calumet Lron & Supply Co. 
of East Chicago, Ill. Told him the situation looked very bad—did not see how 
the Board could possibly approve the loan 

Monday, April 24, 1950: Telephoned Mr. Turney Gratz after adjournment of 
above meeting—told him action re Calumet Iron & Supply Co. had not been 
favorable. 

Monday, May 8, 1950: Telephoned Mr. Turney Gratz, Democratic National Com- 
mittee. Out of town until Wednesday. 

Thursday, June 8, 1950: Turney Gratz telephoned re application of Samuel 
Bischoff, Hollywood, Calif—amount $4,800,000. Mr. Dunham informed him it 
had been deferred at this morning’s Board meeting 

Monday, August 7, 1950: Turney Gratz called re Copper City Mining Co. Mr. 
Dunham told him that this was approved. They also discussed Mr. Kingsley 
as being capable for the position at Central of Georgia Railroad. Mr. Dunham 
said he would call Mr. Sullivan on this and see if it couldn’t be rushed 

Wednesday, August 16, 1950: Turney Gratz called to congratulate Mr. Dunham 
and to see if Pacifie Rubber couldn’t be made special and approved. Mr. Dun 
ham said that he would see it got every consideration. Mr. Gratz also said that 
he had been talking with William Daley who informed him the court had cleared 
up everything except Otis & Co. (Kaiser). Mr. Daley is going to be in Wash 
ington and would like to know if Mr. Dunham would see him. Mr. Dunham 
said that whenever Mr. Daley is in town to call and make appointment. 


DEMOCRATIC NATIONAL COMMITTE! GREY LESLIE 


Friday, October 21, 1949: Mr. Grey Leslie, assistant to Mr. Boyle, telephoned 
re Douglas Mils, Inc., of Douglas, Ga., and Haleyville, Ala. Mr. Seth Patterson 
handling this case. 

Monday, October 24, 1949: Mr. Grey Leslie's office (IDemocratic National Com- 
mittee) telephoned to make appointment for Mr. James Keenan to see Mr 
Dunham sometime after 3:30 today. Mr. Keenan did not show up. This is in 
connection With Douglas Mills application. 

Tuesday, October 25, 1949: Telephoned Mr. Grey Leslie’s office to report that 
Mr. James Keenan did not keep his appointment with Mr. Dunham yesterday. 

Wednesday, October 26, 1949: Mr. Grey Leslie telephoned. Made appointment 
for Messrs. L. W. MeCormick of Jenkintown, Pa., and Harold Payson, of Wash 
ington, D, C., to talk with Mr. Dunham re the development of a coal mine. 

Thursday, October 27, 1949: Mr. Grey Leslie telephoned re Douglas Mills. 
Returned his call also but he had left the office. 

Friday, October 28, 1949: Mr. Dunham returned Mr. Grey Leslie's call of yes 
terday re Douglas Mills, Douglasville, Ga. 

Wednesday, November 2, 1949: Mr. Grey Leslie telephoned. Made appointment 
for Messrs. Courtland Palmer and Donovan to call on Mr. Dunham re Douglas 
Mills. This application was to be presented to the Board tomorrow ; however, 
at Mr. Dunham's request, it was taken out of the docket 
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Monday, November 7, 1949: Mr. Grey Leslie telephoned re application of W. M. 
Barnes Co. of Los Angeles. Mr. Dunham said he informed Messrs. Keenan and 
Donovan the day they called on him that they would hear from us—that until 
the agency sent in their recommendations and the matter had Board action, that 
he could not commit himself. Mr. Leslie agreed; said that he would relay this 
information to Mr. Keenan—that the application would be presented to the 
Board Thursday. Mr. Dunham will call Mr. Grey Leslie as soon as the matter 
has had Board action. 

Thursday, November 10, 1949: Telephoned Mr. Grey Leslie, at Mr. Dunham’s 
request, and told him the William M. Barnes application had been approved at 
the Board meeting this morning for $159,500.’ Mr. Leslie said he was delighted 
to get this information. 

Friday, November 18, 1949: Mr. Grey Leslie telephoned re Granci & Ellis, Inc., 
of Frankfort, Maine. Told him the original loan for $250,000 had been reduced 
to $150,000 by Review Committee and would have Board action on Monday, the 
2ist. Mr. Gregg, examiner, handling the loan. 

Tuesday, November 22, 1949: Mr. Grey Leslie telephoned re action taken by the 
Board on the Grenci & Ellis loan. Told him it had been approved yesterday for 
$150,000—reduced from $150,000. 

Tuesday, November 29, 1949: Mr. Grey Leslie telephoned to make appoint- 
ment for a Mr. Murray Sokoloff to see Mr. Dunham torromow at 11:30 re filling 
application for a loan from the RFC. 

Wednesday, November 30, 1949: Mr. Murray Sokoloff of New York City and 
Lonsdale, R. L., called on Mr. Dunham with a letter of introduction from Mr. 
Grey Leslie of the Democratic National Committee. Mr. Sokoloff talked with 
Mr. Dunham re possibility of filing an application for a loan from the RFC, 

Monday, December 5, 1949: Mr. Dunham telephoned Mr. Grey Leslie re tickets 
for the Rose Bowl game. Mr. Leslie will try to secure the tickets for Mr. 
Dunham. 

Friday, December 9, 1949: Mr. Grey Leslie telephoned re Sunray Mills, New 
York City. Told him we had no such application—thought perhaps he was 
referring to Douglas Mills of Georgia. 

Friday, December 9, 1949: Mr. Grey Leslie telephoned. Said Mr. Wallace J. 
Clark, president of Northwestern Aeronautical Co., St. Paul, Minn., will be in 
Washington on the 15th or 16th of this month—will call this office to arrange 
appointment. (The above application was declined on October 24, 1949, for 
$30.000. ) 

Wednesday, December 14, 1949: Mr. Grey Leslie telephoned. Made appoint- 
ment for Mr. Wallace J. Clark, president of Northwestern Aeronautical Co., St. 
Paul, Minn., to see Mr. Dunham tomorrow at 2:30. 

Tuesday, December 20, 1949: Mr. Dunham telephoned Mr. Grey Leslie imme- 
diately after the above call. Mr. Leslie said he had not been able to secure the 
tickets as yet, but he is still trying. Will get in touch with Mr. Dunham tomor- 
row. In the meantime, suggested Mr. Dunham talk with Mr. Hise re same as he 
(Mr. Leslie) understands Mr. Hise has a block of tickets for this game. 

Wednesday, December 21, 1949: Mr. Grey Leslie telephoned. Said he had 
telephoned every Democratic Congressman from Ohio re tickets for Rose Bowl 
game—no luck. Still has one forlorn hope, which he doubts will be productive. 
Very sorry he had to fall down on this one request from Mr. Dunham. 

Wednesday, January 4, 1950: Mr. Grey Leslie’s secretary, Miss Shunatona, 
telephoned re full information on Warren McArthur Co, Turned the matter over 
to Mr. Henrich who is more familiar with this matter, having serviced the loan. 

Friday, January 13, 1950: Mr. Grey Leslie telephoned re application of Reliance 
Homes, Inc. Mr. Dunham secured current information from Mr. Engles. Wrote 
Mr. Leslie giving him the whole story. (See Mr. Dunham’s letter to Mr. Leslie 
dated today.) 

Tuesday, January 17, 1950: Mr. Grey Leaslie telephoned. Made appointment 
for David L. Krooth, attorney, Reliance Homes, Inc., to see Mr. Dunham at 
2:30 tomorrow. Mr. Leslie stated that Mr. Krooth had additional information in 
connection with this matter. 

Monday, January 23, 1950: Mr. Grey Leslie telephoned re William N. Barnes 
loan of Los Angeles, Calif. Said he understood only $50,000 had been disbursed. 
Was interested in knowing why the balance was being heid up. Mr. Dunham 
stated that apparently the applicants had not complied with all the terms of the 
resolution as yet—that just as soon as this had been done they would receive the 
additional amount. 
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Monday, January 23, 1950: Mr. Grey Leslie telephoned re application of Linder 
Corp., Kensett, Ark.—$175,000—Mr. Wise, examiner. Told Mr. Leslie I would 
secure information re this matter and call him in the morning. 

Tuesday, January 24, 1950: Telephoned Mr. Grey Leslie in response to his call 
of yesterday re Linder Corp., Kensett, Ark.—amount of application $175,000, 
(See memo dated today in file—information obtained from Mr. Howard.) 

Tuesday, January 24, 1950: Mr. Grey Leslie telephoned. Made appointment for 
Mr. Tom Walsh, of St. Paul, Minn., to see Mr. Dunham at 8: 30. 

Wednesday, January 25, 1950: Mr. Wallace J. Clark, president of the North- 
western Aeronautical Co., St. Paul, Minn., called on Mr. Dunham. Mr. Clark was 
in on December 15, 1949, and talked with Mr. Dunham in re his application 
which was automatically declined on October 24 for $30,000. Mr. Grey Leslie 
interested in this matter. 

Wednesday, Jannary 25, 1950: Mr. Grey Leslie telephoned re the Linder Corp., 
Kensett, Ark. Told him the additional information had been received from the 
Little Rock Loan Agency, had been turned over to Mr. Wise, examiner, and 
report was being prepared for presentation to the Board. Talked with Mr. Wise 
later who stated the application had been declined right down the line—he was 
going to decline it—the Review Committee would no doubt decline it and so would 
the Board. 

Thursday, January 26, 1950: Mr. Grey Leslie telephoned. Made appointment 
for Mr. James Keenan, Mr. John Horne, and Father Thomas B. Horne of the 
John Horne Co, (manufacturers of candy bars), Evanston, Hl. Called Mr 
B. B. Blanton, examiner, in on the conference, and Mr. Horne and Father Horne 
left with him. Mr. Keenan left later. 

Friday, January 27, 1950: Mr. Grey Leslie telephoned to inquire re Linder 
Corp. and John Horne Co, applications. Told him the Linder Corp. would have 
Board action on Monday; the John Horne Co. application was turned over to 
Mr. B. B. Blanton, examiner, who at present was writing the report. Would 
probably have action on Thursday. 

Thursday, February 2, 1950: Mr. Grey Leslie telephoned to say that he is very 
grateful for work Mr. Dunham did in behalf of the Horne Candy loan. Said he 
knows that it was through Mr. Dunham’s efforts that this matter received 
favorable action. 

Friday, February 10, 1950: Mr. Grey Leslie telephoned re Glendenning 
Cartage, Inc. Said Mr. Walsh, who had previously talked with Mr. Dunham 
about this company, telephoned him this morning and said the application had 
been filed with the Minneapolis loan agency last week and was being handled by 
Mr. Shirrey, examiner. Mr. Shirrey informed Mr. Walsh that this application 
would not have action for at least 3 weeks. Moratorium on purchase of trucks 
expires Ist of March. Anxious to have some action before that time. 

Monday, February 27, 1950: Mr. Grey Leslie telephoned re final disbursement 
of W. M. Barnes Co. loan. Said to hold it up until this afternoon. Relayed this 
information to Mr. Robertson, who serviced the application. 

Monday, Mareh 27, 1950: Mr. John Nelson called on Mr. Dunham at the sug- 
gestion of Mr. Hise’s secretary (Mr. Hise is out of town) to discuss filing an 
application in connection with the El Mirador Hotel in California. Mr. Nelson 
was originally referred to Mr. Hise by Mr. Grey Leslie. 

Wednesday, March 29, 1950: Mr. Grey Leslie called re friend of committee 
desirous of obtaining loan for $50,000 for his retail liquor store. Mr. Dunham 
said that he would be glad to talk with him, but inasmuch as he had license he 
doubted if RFC would make loan as licenses could be revoked so easily. Mr. 
Leslie said they would call later for appointment, but did not. 

Tuesday, April 1, 1950: Mr. Grey Leslie telephoned. Made appointment for 
Mr. Nathan Strauss, Tivoli Liquors, Inc., to see Mr. Dunham at 11: 30 tomorrow. 
Mr. Strauss has not filed an application as yet. 

Wednesday, April 5, 1950: Mr. Nathan Strauss, Tivoli Liquors, Ine., Wash- 
ington, D. C., called on Mr. Dunham at the suggestion of Mr. Grey Leslie. Mr. 
Dunham telephoned Chauncey Dodds in Mr. Strauss’ presence; asked him if the 
RFC was authorized to make loans to liquor dealers. Mr. Dodds stated the 
Corporation, to his knowledge, had never made such a loan but that Mr. Strauss 
should file an application anyway. 

Thursday, April 27, 1950: Mr. Grey Leslie telephoned. Said meeting would 
probably be called today re Pacific Paperboard Co, (deferred at Monday’s meet- 
ing) and stated that he is very much interested in this loan. Mr. Dunham replied 
that, although he had not been informed of any such meeting, that he would be 
glad to look into the matter. 
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monday, May 15, 1950: Mr. Grey Leslie telephoned. Made appointment for 
Mr. Ray Linder of the Linder Corp., Kensett, Ark., to see Mr. Dunham at 2: 30. 

Tuesday, May 16, 1950: Mr. Grey Leslie telepnoned to thank Mr. Dunham 
for the assistance given to Mr. Linder in connection with his application for a 
loan. 

Friday, May 19, 1950: Telephoned Mr. Grey Leslie re the Linder Corp. Told 
him he thought it would be possible to work something out. 

Monday, May 22, 1950: Telephoned lr. Grey Leslie—relayed the above in- 
formation to him re the Linder Corp. 

Monday, July 17, 1950: Mr. Grey Leslie, Democratic National Committee, 
telephoned. Made appointment for Mr. A. J. Stevens of Kansas City to see Mr. 
Dunham at 2:30 re Aireon Manufacturing Co. of Kansas City. Telephoned Mr. 
Tom Williams while Mr. Stevens was in the office 

Tuesday, August 1, 1950: Mr. Grey Leslie called and wanted to know if RFC 
Was handling Masaba Tron Co. or Reserve Mining Co. Mr. Dunham told him 
we were hot, 


Phursday, Angust 3, 1950: Mr. Leslie’s office called. Made appointment for 
9 tomorrow for Mr. Dunham to see George M. Ebert, accountant, and Carl C. 
Spoto of Brocton Preserving Co., Broeton, N.Y. This loan has been declined 


seven times—last time July 19 for $125,000. Mr. Rollins is examiner for this 

Tuesday, August 8, 1950; Called Mr. Leslie re his letter with regard to RFC 
shares of stock in Sunray Oil Co. (See letter in files dated today.) 

Tuesday, August 15, 1950: Grey Leslie made appointment for Paul Nachtman, 
attorney at Dupont Circle, CO, 0900, and Robert W. Berry, vice president of Car 
bondale Tndustries, Inc., Carbondale, Pa with office in town at 726 Jackson 
Place, ST. 8693), to see Mr. Dunham at 11 today re Heat Transfer Co. of Carbon 
dale, Pa Mr. Dunham called Tom Williams while they were here, who said 
RFC holds 72 percent interest and the First National Bank holds the remaining 
PS percent. Mr. Williams agreed with Mr. Dunham that Messers. Berry and 
Nachtman’s bid of $170,000 was a good price. 


DEMOCRATIC NATIONAL COMMITTEI ROBERT MOORE 


Friday, July 8, 1949: Mr. Robert Moore, Democratic National Committee, tele- 
phoned Mr. Dunham, at the request of Mr. Bill Boyle, re William Caralow, presi- 
dent of the Home Savings Bank of Boston. Anxious to get Mr. Caralow on the 
board of trustees of Waltham Watch. 

Monday, July 11, 1949: Telephoned Mr. Robert Moore, Democratic National 
Committee to check on name. Learned it was William B. Carolan, president 
Union Savings Bank of Boston, instead of William Carolow of the Home Savings 
Bank of Boston. 

Thursday, October 20, 1949: Mr. Bob Moore, Democratic National Committee, 
telephoned. Mr. Dunham was not in the office. Returned Mr. Moore’s call later 
in the day but he had left his office. 

Friday, October 21, 1949: Telephoned Mr. Bob Moore in response to his 
call of yesterday. 

Thursday, May 25, 1950: Mr. Robert Moore of the Democratic National Com 
mittee telephoned re Glendenning Cartage, Ine., St. Paul Minn. Mr. Dunham 
informed him he would look into it and e¢all him back later 

Thursday, May 25, 1950: Telephoned for Mr. Carlson, manager of the agency, 
to come up. He did so and discussed the application at some length with Mr. 
Dunham, who then telephoned Mr. Moore and gave him the following informa- 
tion: Said the report is being written at the present time and it looks as if we will 
recommend it. Application should arrive here next week and Mr. Dunham said 
he would give it his careful attention. 


DEMOCRATIC NATIONAL COMMITTEI CARL RICH 


Wednesday, February 8, 1950: Mr. Dunham telephoned Mr. Dave Powell, 
manager of the Kansas City loan agency, re letter he had received from Carl 
Rice, Democratic National Committeeman for Kansas, re salary of president of 
Rupert Diecasting Co. of Kansas City, Mo. After discussing the matter with 
Mr. Powell, wrote Mr. Rice. (See letter to Mr. Rice dated today.) 


DEMOCRATIC NATIONAL COMMITITEI NEIL ROACH 


Monday, October 17, 1949: Mr. Dunham telephoned Mr. Bill Boyle, who is out of 
town until Wednesday; talked with Mr. Neil Roach instead. Told him the 
RFC Board, at this morning’s meeting, recommended Mr. George Tribble for a 
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directorate on the Board of Preferred Accident Insurance Co. Mr. Roach was 
very pleased to hear this and said he would pass the information on to Mr, 
Doyle. 

Senator Funsricur. This is the entry of May 10, 1949: 

Mr. George Tribble, Maryland Casualty Co., Baltimore, called on Mr. Dunham 
at the suggestion of Mr. Bill Boyle. 

Do you remember anything about that / 

Mr. Duntam. Yes, sir. 

Senator Funsricur. What about it / 

Mr. Dunnam. Mr. Bill Boyle asked me if T would use my mftu 
ence to get him on the board of the Preferred Accident Insurance Co. 

Senator Fuusriciur. Do you think it was proper for you to assist 
in obtaining the ap ointment of Mr. Tribble / 

Mr. Dy NHAM. We were looking for directors for that company, 
and if Mr. Tribble was qualified his name would have been put on 
the list of those qualified, and certainly a search would have been 
made of his record- 

Senator Futsricut. Was the endorsement of Mr. Boyle a principal 
qualification in your mind for such a position 4 

Mr. Dunnam. No. [think that was only the introduction, Senator. 

Senator CAPEHART. How did Mr. Bovle know that there were open- 
ings on the Preferred Accident Insurance Co. / 

Mr. Dunuam. I think Mr. Tribble, who is an insurance man, in- 
formed Mr. Boyle of his desire to get on this company, and persuaded 
Mr. Boyle perhaps to introduce him loa director, anid then started 
from there, sir. 

Senator Futsrienr. On October 17, 1949, the following entry: 

Mr. Dunham telephoned Mr. Bill Boyle, who is out of town until Wednesday, 
talked with Mr. Neil Roach instead. Told him the RFC Board, at this morn 
ing’s meeting, recommended Mr. George Tribble for a directorate on the Board 
of Preferred Accident Insurance Co. Mr. Roach was very pleased to hear this 
and said he would pass the information on to Mr. Boyle 

Mr. Dunxutam. It is not uncommon, sir, in our office to telephone 
back to anybody who has made a request if we acted favorably upon 
their request. 

Senator kutpricur. What did Mr. Merl Young have to do with Mr. 
Tribble ? 

Mr. Dunuam. I do not know the extent of their association or the 
extent of their acquaintanceship. 

Senator It LBRIGHT, What did vou do about Mr. Leo Parker’s Cal 
didacy on the board of the Preferred Accident Insurance Co. / 

Mr. Dy NHAM. Just a second. That was decided adversely. 

Senator Futsriautr. Why was it? Can you tell us? 

Mr. Dunuam. No: I think Mr. Parker is a man of good reputation 
and might have made a good director. At this moment the Preferred 
Accident Co. is in a state of reorganization and other directors may 
be had at any time. I do not know that he has definitely been elim- 
inated, but my impression is he was out in Kansas City. a long ways 
away. 

Senator Fursrienr. Did you recommend Mr. Parker's appoint 
ment ¢ 

Mr. Dunnam. Only for consideration. I asked him to submit his 
qualifications and he did. 
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Senator Futsricut. Do you know Mr. Parker? 

Mr. Dunnam. Only through an introduction. 

Senator Futsrieur. But it is your impression he is a very fine man? 

Mr. Dunnam. He is a reputable attorney. He is head of, as I re- 
member it, the legal fraternity within his city. 

Senator Futsricutr. Did not Mr. Parker represent the Starrett 
Television people, who wanted to buy certain assets from RFC? 

Mr. Dunuam. Yes, sir. 

Senator Futsricutr. Who are the people in Starrett Television ? 

Mr. Dunuam. I will not attempt their names, but they are people 
that developed bad reputations. 

Senator Fu.srigur. Mr. Jacobs Friedus; was it not, and Mr. Sam 
Aaron? 

Mr. Dunuam. Yes. I think they are now serving jail sentences. 

Senator Futsricut. You knew about that, I guess. 

Mr. Dunnam. I knew about it and found out in a very peculiar 
way. 

Senator Futsrieut. How did you find out? 

Mr. Dunnam. Mr. Donald Dawson phoned me and said there was 
a rumor to that effect and I had better investigate it. 

Senator Futsrieutr. When ? 

Mr. Dunnam. Well, the diary may show, I do not know, but at the 
riement—— 

Senator Fu.isrieut. Did not the staff of this committee call on 
you or call the RFC and tell them just a day before—— 

Mr. Dunnam. Yes, sir; this committee had called prior to this call 
from Mr.—the examiner tells me that this happened: I called him 
up and said, “Mr. Dawson phoned me there was something wrong 
about these people; you had better look into it.” He said, “I know 
it, because the subcommittee had told me.” That was almost within 
an hour; those calls came within an hour. 

Senator Futsricutr. These two men have now gone to jail and been 
convicted for tax evasion; is that correct ¢ 

Mr. Dunnam. I am not sure, but I understand that they are in 
jail. 

Senator Bennerr. I was going to make an observation. Here is 
one case in which Mr. Dawson initiates an inquiry regarding an RFC 
matter through Mr. Dunham. We have been told that Mr. Dawson 
had no activity with reference to RFC matters. 

Senator Futsricur. Another entry from the diary: 

On July 8, 1949: Mr. Robert Moore, of the Democratic National Committee, 
telephoned Mr. Dunham, at the request of Mr. Bill Boyle re William Caralow, 
president of the Home Savings Bank of Boston. Anxious to get Mr. Caralow on 
the board of trustees of Waltham Watch. 

What does the National Democratic Committee have to do with the 
Waltham Watch Co., Mr. Dunham? 

Mr. Dunnam. Nothing ever became of that. 

Senator Fuusricur. Why do you think they should call you about 
that? 

Mr. Dunnam. It was a matter of public knowledge, I suppose, 
that in Massachusetts certain trustees had to be appointed in that 
case, and they wanted to get people who were friends of theirs on that 
trusteeship. 
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Senator Futsrieut. February 8, 1950, you called the manager of 
your Kansas City loan agency because the Democratic National Com- 
mitteeman for Kansas wanted to know about the sal: ary of the presi- 
dent of the Rupert Die Casting Co. of Kansas City, Mo. 

By what right does the committee make such a request of the RFC 
That is F ebruary 8 , 1950. 

Mr. DunHAM. Apparently there are some letters on that subject that 
the committee can have. They are in the files. 

Senator Futsricut. Will you supply those letters? 

Mr. Dunuam. Yes, sir. 

Senator Futsricur. Along with the other information? 

Mr. Dunnam. Yes. 

Senator Capenarrt. Is it not a fact that when you had director po- 
sitions to fill, like in Waltham Watch and Preferred Accident, and 
other appointments such as that, that you always called the Demo- 
cratic National Committee to give recommendation ? 

Mr. Dunuam. I personally—— 

Senator Capenart. You and the other directors? 

Mr. Dunnam. No; | personally, Senator, never called the Demo- 
cratic National Committee for any recommendation. Such commu- 
nications as were made were made through the chairman, always. 

Senator Futsricut. In addition to supplying the letters, 1 want 
your own view, Mr. Dunham, just your present view, regardless of 
whether they were letters, your view as to the right of a Democratic 
committeeman, or a Republican committeeman, for that matter, to 
call you up and ask you what the salary of an official of a borrower 

Mr. Dunnam. It does not seem possible that the sv could want, or 
be entitled to that information. That is why the letter probably will 
explain something that I do not now know. 

Senator Futsricgut. You can recall. Did you tell him what that 
salary was? 

Mr. Dunnam. I do not recall at all, sir. 

Senator Futsricut. Do you know whether or not you would have? 
Do you think it was correct ? 

Mr. Dunnam. No; I do not know whether I would have, Senator. 
I will get the correspondence for you and show exactly what it was. 

Senator FutsricHr. Do you have no principles that carry you 
along from day to day? Do you know whether or not you would 
respond to such a request in somewhat of a consistent manner? If 
you were asked today, would you give him information / 

Mr. Dunnam. No, sir. 

Senator Futsriegnr. You would not ¢ 

Mr. Dunnam. No, sir. 

Senator Futsricutr. Can you not bring yourself to say, “No; I 
did not respond”? This is only less than a year ago, about a year 
ago, February 8. Can you not tell the committee that you did or 
did not ? 

Mr. Dunnam. I am so sensitive to the fact 1 might give you the 
wrong information that I only want to say I do not—— 

Senator Futsricut. So. therefore, you do not give us any informa- 
tion. It is incredible to me that you cannot say that you did or did 
not respond to that request. 

Mr. Dunnam. I could go into your office and pick out letters of 
year ago and ask you w! hether vou did or did not do that, and I think 
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that anybody else would say exactly what I have. I do not remember. 
1 will get you the information. Apparently there are a couple of 
letters in connection with this, Senator, that may explain the whole 
thing. It may be even a mistake that they did not ask for the salary. 
I do not know. 

Senator Futsriair. Your entry, of course, might have been a mis- 
take. That is absurd, Mr. Dunham, to say those things. You know, 
I think, today whether or not you responded to such a request. 

Mr. Dunnam. IT am sorry. I am telling you I do not know as of 
today. I will get you the information and apparently it is available 
because it mentions a couple of letters in there. I have no recollection 
of that particular transaction. I would like to tell you, Senator, but 
I have not. 

(The material referred to is as follows 7 


RECONSTRUCTION FINANCE CORPORATION, 
Washington, March &, 1951. 
Mr. THroDoRE HEkz, 
Subcommittee on Reconstruction Finance Corporation, 
Nenate Office Building, Washington, D.C. 


Dear Mr. Herz: Considerable confusion ensued at the meeting of the subcom 
mittee this morning regarding a reference in my diary to a request for informa- 
tion concerning the salary of the president of the Rupert Diecasting Co. Here 
are the facts: 

The RFC made a loan to the Rupert Diecasting Co., of Kansas City, Mo., through 
the Kansas City Loan Agency. Among the conditions imposed in that loan was 
one in which the president of the company should receive a salary not in exeess 
of $100 per month. Mr. Carl B. Rice, Democratic National Committeeman for 
Kansas, wrote me on February 6, 1950, stating that his wife, the president of the 
company, thought the amount we had allowed her for salary was unreasonable 
and that in view of the successful operations and earnings would like to have 
some adjustment made. 

On February 8, 1950, I instructed my secretary to prepare a reply to Mr. 
Rice for my signature, Copy of which is enclosed. 

I am sorry there was any misunderstanding and trust this clarifies your think- 
ing on this particular matter. 

Sincerely yours, 
WALTER L. DUNHAM, 


KANSAS CiIry 10, KANs., February 6, 1950. 
Mr. WALTER DUNHAM, 
Director, Reconstruction Finance Corporation, 
Washington, D. C. 


(Re: Rupert Diecasting Company, LBE-—-1835, original amount, $175,000; 


balance due, $166,250.02. ) 

Dear Mr. DUNHAM: When the subject loan was being closed, I discussed with 
you in Washington the fact that the local agency had recommended restricting the 
salary of the president to $100 per month. You suggested at that time that this 
matter could be adjusted after the loan was closed, if we thought it was an un- 
reasonable restriction. 

I enclose herewith a letter which my wife, the president of this company, has 
written to Mr. Powell, the agency manager, which is self explanatory. It seems 
to me it would be rather unreasonable that a corporation with assets of over 1 
inillion dollars, with a record of over 380 years of successful operations, and with 
earnings in the past 4 months of over $50,000 (1 think January profits will be 
an additional $20,000) should restrict the compensation of the president, who is 
the sole representative of the ownership among the corporate oflicers, to $100 
per month. 

I will be in Washington to attend the Jefferson Jackson Day Dinner next week 
and will discuss this matter with you personally. 

Yours very truly, 
CaRL V. Rice. 
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FEBRUARY 8, 1950 
Mr. Caru V. Rice, Adnsas City, Kans. 
Re Rupert Diecasting Co., Inc., Kansas City, Mo 

Dear Mr. Rick: Just as soon as your letier of February 6 was received I im 
mediately telephoned Mr. David Powell, manager of our Kansas City loan 
agency. 

Mr. Powell is entirely familiar with this matter and will, I feel sure, see that 
there is some satisfactory adjustment made. In the meantime, if there is any 
thing further I can do, please let me bear from you 

With kindest personal regards, 

Sincerely yours, 
(Signed) WaLtrer L. DUNHAM 


Mr. Davip H. Powe tr, 
Manager, Reconstruction Finance Corporation, 
Kansas City, Mo. 
Re. LBE-1835— original amount, $175,000; baalncee due, $166,250.02 

Dear Mr. PowrELi: I have your letter of January 19 with reference to the sub 
ject matter in which you give us your decision not to make any changes in the 
compensation of the president of the company at this time. This is to request 
that you reconsider this decision in the light of the changes in the balance sheet 
and profits of the company. 

I enclose herewith balance sheet as of December 31, 1949. You will note that 
we have in current assets $409,176.68. Our total current liabilities are $82,793.55. 
The total liabilities of the company other than those owed to the stockholders are 
$252,041.30, so that all the indebtedness of this company could be paid from 
the current assets without resort to the collateral. 

The current position has improved considerably during the month of January. 
We do not have the completed January 31 statement, but we do have the fol 
lowing items: 


Cash balance $25, 546. 53 
Accounts receivable 102. 584. 06 
Accounts payable 15, S19. 25 


During the month of January, I am sure our profits would be more than enoug! 
to pay the requested increase in compensation for a period of 2 years 

It was our understanding that the restriction on the compensation of officers 
in our loan agreement was not for the purpose of letting the RFC substitute its 
judgment for that of the directors in the payment of Compensation, but was for 
the purpose of making certain that the borrower would not dissipate 
as unreasonable compensation and thus impair the security, or make the loan 
more hazardous. Since the date this loan was disbursed, the net assets of this 
company have increased by at least $50,000. The loun has been reduged nearly 
$9,000. The company is running at almost full capacity (sales for January ex- 
ceeded $190,000) and we have an excellent backlog of orders 

Under the circumstances, we respectfully request that you reconsider your 
former decision and permit the directors to pay to me the salary as president 
which T have drawn for the past few years 

Yours very truly, 


ts assets 


RUPERT DIECASTING Co 
31 


RutH Burron Rice, President. 
Rupert Diecasting Co., a corporation—balance sheet, December 31, 1949 
Assets : 
Bank balance eee ag i $23. O70. 94 
Accounts receivable_ eae i oo SS, SSS. 33 
Inventories js 297, 217. 41 
Total current assets_—__- ‘ $409, 176. 6S 
Deferred die charges $53, 927. AT 
Machinery and equipment DOO, 497. 48 
Prepaid insurance and deposits ae o, S45. 61 659, 270. 66 


I re 1, OOS, 447. 34 
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Ruport Diecasting Co., a corporation—baalnce sheet, December 31, 1949—Con. 


Liabilities : 


TE ici tetaniotesacaresen tn elieinnietirabeissetatee $59, S06. 79 
I: I IN ooo ei epercenesdinen ete seeneeemeenens 6, 302. 30 
I Nn as as aa snnlereieenobitevacionsaamneaes 16, 684. 26 
OI nL cpa iiadcaioe $82, 793. 35 
Note payable (mortgage note) —-------____-_-__ $166, 250. 02 
Compensation insurance reserve____----------- 3, 018. 83 
Capital account: 
a Np ei etc mpemloronessaigunmaswaen te 000. 00 
ee ee eee 124, 354. 53 
TINE gs sieciciei ices interne ibienimninnienn 169, 512. 72 
Profit (November and December) before 
NI es as a a th 722,517.89 985, 653.99 
NI ar maaan a 4 O68, 447. 34 


1 This is after deduction of $4,748.45 depreciation in excess of amount allowable for tax 
purposes. Net for income tax purposes is $27,366.33. 

Senator Futsrienr. On August 16, 1950, Turney Gratz called to 
see if Pacific Rubber could not be made special and approved and you 
said you would see it got every consideration. 

I want to know what this means. 

Mr. Dunnam. That is a typical answer; every consideration. 

Senator Futsricutr. I want to read you certain other entries from 
your record, and maybe that will help your memory : 

Tuesday, April 25, 1950: Mr. Wendell Lund telephoned and said he heard a 
rumor to the effect that Ed Pauley was negotiating a loan from the RFC for 
a big oil deal in Mexico. Mr. Dunham stated that as far as he was concerned, 
this was just a rumor, it could not be an actuality because the RFC does not 
lend money to finance the development of any business in a foreign country. 

Monday, June 12, 1950: Mr. Willett introduced Mr. Edward W. Pauley of 
Los Angeles, Calif., to Mr. Dunham. 

Wednesday, June 14, 1950: Mr. Dunham telephoned Mr. DeWitt Schieck, re 
Pacific Rubber Co.’s need for rubber from the rubber division of this corporation. 


You wrote a letter to Mr. Pauley dated the same day, relative to this 
matter. 
Now on Wednesday, August 16, 1950: 


Turney Gratz called to congratulate Mr. Dunham and to see him. 


This is August 16, 1950. He called to congratulate you. What did 
he congratulate you about ? 

Mrs. Smoor. Who telephoned, Senator ? 

Senator Funnrieut. Turney Gratz called to congratulate you on 
August 16, 1950. 

What did he congratulate you about—well, we will pass it up, Mr. 
Dunham. That was right after your nomination. You recall you 
are a member of the Board. 

Mr. Dunnam. Yes, sir. 

Senator Futsriegut. Was not that what that was about? 

Mrs. Smoor. It probably was. 

Senator Futsricur. Of course it was. He called you to congratulate 
you and to see if Pacific Rubber could be made special and approved 
| continuing : | 


Mr. Dunham said that he would see it got every consideration. Mr. Gratz 
also said that he had been talking with William Daley who informed him the court 


had cleared up everything except Otis & Co. (Kaiser). Mr. Daley is going to be 
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in Washington and would like to know if Mr. Dunham would see him. Mr. 
Dunham said that whenever Mr. Daley is in town to call and make appoint- 
ment. 

On Wednesday, August 16, 1950, you called Cy Bevan in Detroit 
relative to the above call. 

Does that refresh your memory about that matter ¢ 

Mr. Dunnam. Mr. Bevan and Mr. Daley had no connection with 
Mr. Pauley. 

Senator Futsricnr. Those are the entries. Well, it says relative to 
the above call, which was about the Pacific Rubber Co. 

Mr. Dunnam. Mrs. Smoot informs me she was on vacation and her 
assistant put those entries in the record. 

Senator Futsrignr. What about Pacific Rubber, did you make it 
“special” ? 

Mr. Dunnam. Pacific Rubber Co. had—I don’t like to use the word 
“special”—consideration in connection with a contract on the Pacific 
coast. I understand the Pacific Rubber Co. is wholly or party owned 
by Mr. Pauley. The Rubber Reserve—whatever recommendations 
were made by the Rubber Department of the RFC in regard to those 
contracts are and have been approved by the Board. Mr. Pauley—it 
was represented to me that Mr. Pauley had a small business and we 
were anxious to have small businesses interested in rubber production. 

Senator Futsricur. Does not Pacific Rubber operate a rubber plant 
for the RFC now? 

Mr. Dunnam. I think they are participating in the operation of a 
rubber plant at this moment. 

Senator Futsricutr. Where? 

Mr. Dunuam. In the West, California, I think. Do not hold me to 
that California. 

Senator Futsrigut. All right. 

Mr. Dunham, has Mr. Steelman ever urged you or any Director 
to act favorably on a loan which you thought the RFC should dis- 
approve ¢ 

Mr. Dunnam. No, sir. 

Senator Futsriagutr. What was that? 

Mr. Dunuam. No, sir. 

Senator Futsrigut. Will you read your entry of June 30 

Mr. Dunuam. Yes, sir. 

Senator Futsricut. Read it into to record, Mr. Dunham. 

Mr. Dunnam. (Reading) : 


1950 ¢ 


s 


Dr. John Steelman, White House, telephoned. Said the President had re- 
quested him to call each Director of the RFC regarding garage to be constructed 
under Boston Common, Boston, Mass. Stated that he had already talked with 
Messrs. Hise and Gunderson. Amount of the loan (to Motor Park, Inc.), is 
$12,000,000. Amount of collateral offered, $2,000,000, plus other conditions sat- 
isfactory toRFC. Mr. Dunham questioned the legality of the loan. Dr. Steelman 
also stated that a study of this situation revealed that conditions would justify 
extreme interest on the part of RFC. 


Senator Futsricut. Mr. Dunham, I forgot to pursue one other 
question about Pacific Rubber. 

Does that company have any connection with the Pacific Manage- 
ment Corp. ? | 

Mr. Dunnam. I recall no such connection, but it is possible. 
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Senator Funtsrigur. Do you know anything about the Pacific Man- 
agement Corp. ‘ 

Mr. Dunnam. No, sin 

Senator Futsrignur. Mr. Dunham, has anyone ever offered you any- 
thing of value out of gratitude for any act you performed Pr might 
inthe future perform in your capacity as a director of the RFC 

Mr. Dunnam. No, sir—oh, | returned a thing of value. I think 
that is in the record. 

Senator Fursricur. Mr. Dunham, have any of the other Directors 
of RFC ever discussed with you in any way the prospect that you 
might resign from the Board of Directors 

Mr. Dunuam. Yes, sir. That was ees during a time when I 
was trying to get to feeling better down in Florida. 

Senator Futsricutr. When was that ? 

Mr. Dunnam. About 2 weeks ago, or maybe 3 weeks ago. 

Senator Futsricgur. Three weeks ago. Would you tell the com- 
mittee in your own words all about it ? 

Mr. Dunnam. I was in Fort Lauderdale. Director Rowe called 
me on the phone and said “There is a rumor that you left a resignation 
when you went on your vacation.” I replied that it was more than 
a rumor, “You can read the resignation, if you want to.” I have 
it here with me. 

Senator Futsrientr. Would you mind submitting a copy for the 
record ¢ 

Mr. Dunnam. Very well. He said: “I think it is imperative that 
that resignation be sent in today,” as of that day. I said, “What 
makes that imperative ¢” 

He said, “Well, I think that will straighten out the whole matter. 
You just resign and say that the committee crucified you.” And I 
said, “Well, I do not think I ought to assume the responsibility for 
this whole investigation. I do not feel like resigning on that basis,” 
and I called your examiner up and talked with him, mentioned the 
fact that I was disturbed about it. I called my office and said, “I am 
going to come back to W ashington.” 

In the meantime Mr. Rowe had dictated a memorandum that he 
wanted to insert in my letter of resignation and sent it over. I in- 
structed Mrs. Smoot not to do that, and it has not been done. It is 
nothing but a memorandum as of this moment. 

Senator Dovetas. Who was Mr. Rowe going to send this letter of 
resignation to? 

Mr. Dunuam. To the President. 

Senator Futsricnr. Did Mr. Rowe dictate the memorandum ? 

Mr. Dunuam. Yes; he dictated it to Mrs. Smoot, I think. 

Mrs. Smoor. No, in his office. 

Senator Futsrient. Did he give it to you, Mrs. Smoot ¢ 

Mrs. Smoor. Yes, sir. 

Senator Carenart. Do you have it there? 

Mrs. Smoor. Yes, sir. 

Senator Futsricgur. Would you put it into the record, Mr. Dunham? 

Mr. Dunuam. Yes, sir. It is dated February 9, and this is a copy. 

Senator CareHart. Mr. Dunham, what is 

Senator Fu.sricnur. It is a copy of the original resignation and a 
copy of a memorandum dictated by Mr. Rowe that will be inserted 
in the record at this point. 
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(The documents referred to follow :) 
THE MEMORANDUM DIcTATED BY Mr. Row! 


My Dear Mr. Presipent: I wish to request that you withdraw my nomination 
as a Director of the Reconstruction Finance Corporation. 1 have decided that 
it is in the best interests of all concerned that this controversy end. I appreciate 
your confidence. 

I am being crucified on the Hill on account of my vote for the Lustron loan 
and Texinass loan, 

With reference to the Lustron loan, you know the considerations which were 
paramount at that time. This was virtually a directed loun, and in addition you 
know the tremendous pressure from the House and Senate from the veterans that 
was on us to get housing. 

In the case of the Texmass loan, I voted for the loan because I thought it was 
a good one. The transaction had once been passed on by the John Hancock 
Mutual Life Insurance Co. and the Massachusetts Mutual Life Insurance Co., 
both of Which companies had made substantial loans on these oil properties and 
after the RFC loan was made retained a substantial part of their loan. 

LT used my best judgment in voting for this loan and had every right to believe 
and do believe that the directors of these two big insurance companies used their 
best judgment when they voted or approved their loans to Texmass 

The directors of the John Hancock Mutual Life Insurance Co. for 1949 were: 


Edwyn G. Preston James V. Toner 
Charles L. Avling William M. Rand 
Charles F. Adams Edward Dane 

Guy W. Cox Daniel L. Marsh 

Carl P. Dennett Byron K, Elliott 
Frank G. Allen John M, Hancock 
Sidney W. Winslow, Jr. Charles J. Diman 
Albert M. Creighton Ralph Lowell 

Joseph E, O'Connell Charles E. Spencer, Jr 
Paul F. Clark Karl T. Compton 


The directors of the Massachusetts Life Insurance Co, for 1949 were: 


Collins, John M. Montague, Gilbert H 
Dovle, B. W. Nye, William H 
Fischer, Chester O Pierce, Harry H 
Houston, P. D. Perry, B. J. 
Kalmbach, Leland J. Robbins, Charles F 
Lewis, Richmond Sammet, G. V 
Maclean, Alexander T. Swift, E. Kent 
Mallary, R. DeWitt Thomson, Edward H. 
McElwain, Charles C. Wallace, A. B. 


Milliken, J. Ix. Walter, H. J 


Again let me thank you for your confidence, but I feel that it is more important 
to get the REC controversy settled and there is nothing these Senators can do 
anyway to hurt my reputation among my friends. 

It is with sincere regret that it has been impossible for me to have a talk with 
you on a subject that I have had under consideration for some 
my continued association with the Reconstruction Finance Corpor: 

As I have been steadily on the job for the past 18 months, it is imperative that 








I take a much-needed rest It was my belief that I should stay on the job in 
order to render a maximum of aid to the new Board members ho are fast 
acquiring a knowledge of the routine so essential to successful administrat 

My experience here underscores the problems you have in persuading business- 


men to participate in the affairs of 
(Penciled notation at bottom of letter :) 
To be inscribed in Mr. Dunham’s letter of resignation dated February 9, 105 


THE RESIGNATION LETTER PREPARED BY Mr. D1 


The PRESIDENT, 
The White House, Washington 25, D.C. 
My Drar Mr. PRESIDENT: It is with sincere regret that it s been impossible 


for me to have a talk with you on a subject that I have had under consideratio! 
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for some time regarding my continued association with the Reconstruction 
Finance Corporation. 

As I have been steadily on the job for the past 18 months, it is imperative 
that I take a much-needed rest. It was my belief that I should stay on the job 
in order to render a maximum of aid to the new Board members who are fast 
acquiring a knowledge of the routine so essential to successful administration. 

The report recently released by the Banking and Currency Committee has 
given wide publicity to the unfair statements. As an example, the attorney who 
is said to have claimed me as an occupant of his hip pocket now denies not only 
the remark but also states he has had no dealings with me and would not know me 
by sight. It is also true that this report contains statements and excerpts from 
my secretary's records of which I have no knowledge and access to which has been 
denied me since they were taken last August. 

It would have been more desirable to have told you in person that I am unable 
to continue my work here for these and other reasons that are more personal. 
1 am 69 years of age and have been favored with a business experience that could 
have been useful to my country. It was solely on that basis that I came here, 
and it is with a great deal of reluctance that I must now inform you of my 
desire to sever my connections with the Reconstruction Finance Corporation. 

My experience here underscores the problems you have in persuading business- 
men to participate in the affairs of Government on a basis that could subject 
them to unjustified attacks. 

As a member of the minority political party, I should like to state that there 
has never been any political influence exerted upon me to do other than a good 
job. Furthermore, in no instance am I conscious of having been asked to 
subordinate my best judgment for political expediency. 

Your personal faith and friendship have been an inspiration to me and I 
shall always cherish the opportunity you have given me to be of some slight 
service to you in carrying your heavy responsibilities. 

With kindest personal regards, 

Yours sincerely. 

Senator Carpenart. Mr. Dunham, what else did Mr. Rowe say to 
you ¢ 

Mr. Dunnam. On that date? 

Senator Capenarr. What was his reason for trying to force you 
out of RFC? 

Mr. Dunnam. I just got the impression that it would be very nice 
if I would take the responsibility for all the troubles that have oc- 
curred and jue step out and say, “Now, it is all over.” That memo- 
randum will show that. 

Senator Carenarr. In other words, he wanted to make you the 
“fall guy”? 

Mr. Dunnam. I think it is deeper than that. I think that I had to 
be the goat. 

Senator Capruarr. You think it was deeper than that, you say ¢ 

Mr. Dunnam. Yes. I think I was to be the goat, and he stated that 
he was doing this to help me. 

Senator Caremart. Doing this to help you personally? 

Mr. Dunnam. That is right, in clearing up the Texmass loans and 
all the other loans for which I had been accused—— 

Senator Fursricutr. Did Mr. Rowe suggest that you were to as- 
sume the responsibility for any specific loan ? 

Mr. Dunnam. No, not specifically mentioned in there; no, sir. 

Senator Fursriciur. Did he say so in conversation ? 

Mr. Dunnam. No, sir. 

Senator Carenarr. Did he say he was asked to do this by some other 
person ¢ 

Mr. Dunnam. No, he did not mention any other person. 

Senator Carruarr. He was doing it on his own? 

Mr. Dunnam. Apparently. 
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Senator Bennerr. Did you discuss your original letter of resigna- 
tion with any other director? 

Mr. DuniAm. I think I told the Chairman when I left there that 
if it became necessary to use that letter they were pr ivileged to use it. 

Senator Bennerr. Was the letter submitted to the Chairman? 

Mr. DunuAm. No, sir; it was held in our office, in our possession. 

Senator Bennett. Specifically, did you discuss it with Mr. Willett 
before it was written ? 

Mr. Dunnam. No. 

Senator Bennerr. With Mr. Dawson ? 

Mr. Dunnam. I called Mr. Dawson and told him the letter was 
here if the President wanted it. 

Senator Doveras. Mr. Dunham, suppose you had included thes 
paragraphs in your letter of resignation. Would that have given 
true picture of the situation ¢ 

Mr. Dunuam. Oh, no; I do not feel that my departure from the 
RFC would solve all its problems at all. 

Senator Dovenas. I have not seen the letter— 

Senator Capruartr. We would also like to see Director Rowe's 
memorandum. 

Mr. Dunnam. The white paper is the memorandum and the blue 
paper is a copy of my letter. 

Senator Carenartr. Mr. Chairman, I am going to suggest and offer 
a motion that we call Mr. Rowe before this committee. 

Senator Dovaeras. I think he is coming here. 

Senator Careuarr. Yes, and question him about this. In other 
words, Director Rowe dictated that letter ? 

Mr. Dunnam. Yes. He brought it to you, Mrs. Smoot. 

Mrs. Smoor. Yes, sir; it was dictated in his office, Senator. 

Senator Doveras. Mr. Dunham, you did not vote on the Lustron 
loan ¢ 

Mr. Dunnam. No. 

Senator Doveias. Have you ever been crucified on the Hill because 
you voted for Lustron ¢ 

Mr. Dunnam. No. 

Mrs. Smoor. That is Judge Rowe’s language. 

Mr. Dunnam. Or for any other reason. 

Senator Bennerr. I would just like to ask one question. 

You testified you discussed your resignation, or possible resigna- 
tion, with Mr. Dawson. Just for the record, did you discuss it with 
Mr. Young or Mr. Jacobs ¢ 

Mr. Dunuam. No, sir. 

Senator Bennerr. I mean, these other men who have been men- 
tioned in this testimony 4 

Mr. Dunuam. No, sir. 

Senator Bennetr. Do I understand, Senator Douglas, that Mr. 
Rowe dictated the original letter or resignation ¢ 

Mr. Dunnam. No, sir. 

Senator Bennett. Just the memorandum ? 

Mr. Dunuam. The blue, Senator, is mine. 

Senator Bennerr. The blue is yours? 

Mr. Dunnam. The blue is mine, the white is what Mr. Rowe 
dictated. 

Senator Carenarr. Let us get it straight: You dictated your own 
resignation to the President ? 
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Mr. Dunuam. And left it here when I went to Florida. 

Senator Carenarr. And left it with your secretary, Mrs. Smoot / 

Mr. Dunnam. That is right. 

Senator Capruarr. And went to Florida? 

Mr. Dunnam. That is right. 

Senator Carprnarr. That has now been made a part of the record. 
Then while you were in Florida Director Rowe called you and talked 
to you about resigning ¢ 

Mr. Dunnam. Yes, sir. 

Senator Carruartr. And stated to you that that was one way of 
straightening out the RFC mess. 

Mr. Dunnam. And it must be done that day. 

Senator Carruarr. And your impression was that you were to be 
made the “fall guy” 

Mr. Dunnam. That is right. 

Senator Carenarr. Then when you returned to Washington you 
found that Director Rowe had dictated your resignation to be sent to 
the President and left that with your secretary ¢ 

Mr. Dunnam. That is right. 

Senator Caprnarr. And said letter was dictated by Mr. Rowe in 
his own oflice and written by his own eirl and brought to your ollice 
and oiven to your secretary, Mrs. Smoot / 

Mr. Dunnam. That is perfectly true. And I understand from Mrs. 
Smoot that it was to be another page added to my letter, you see. 

Senator Bennerr. What the Senator has read was Mr. Rowe's 
dictation. We have not read your original letter. 

Mr. Dunuam. That is right. 

Senator Carenarr. But it is a part of the record. 

Senator Doueuas. If there are no more questions, we will recess 
this hearing. 

(Whereupon, at 10:35 a. m., the hearing was recessed. ) 


PUBLIC SESSION 


The subcommittee met, pursuant to recess, at 10:45 a. m.. in room 
t57. Senate Office Building, Senator J. William Fulbright (chairman 
of the subcommittee) presiding. 

Present: Senators Fulbright, Douglas, Capehart, and Bennett. 

Also present: Theodore Herz, staff director: and John T. M. Red- 
dan. counsel. 

Senator Futsricur. The committee will come to order, please. 

Mr. James Conger will please come forward. 

Mr. Conger, will you be sworn? Do you solemnly swear to tell the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Concer. I do. 

Senator Fursricutr. Give your full name and address to the re- 
porter, 


TESTIMONY OF JAMES CONGER, ATTORNEY, CHICAGO, ILL. 


Mr. Concer. James Conger, 135 South La Salle Street. Chicago. 

Senator Fuutsricur. Mr. Conger. were you formerly attorney for 
the Lustron Corp. ? 

Mr. Concer. Yes. sir. 
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Senator Futsricur. Maybe you still are, are you ¢ 

Mr. Concer. I doubt it. 

Senator Futsricntr. Mr. Conger, I wish to read a paragraph from 
a statement by Mr. Strandlund. This is March 1, 1951, when he testi 
fied before this committee under oath. I read this paragraph, and 
wish you would pay particular attention to it, because I will then 
ask you to comment on it : 


Parenthetically, it is of interest that on February 1, 1950, representatives of 


a committee of our stockholders met in Washington with a lawyer by the name 
of Rosenbaum in connection with some suggestions which Mr. Rosenbaum had 
relating to the possible reorganization of the company In the course of the 
conversation Mr. Rosenbaum mentioned that he was well informed with retet 
ence to the Lustron picture, that he was closely connected with Mr. Willett 
and had been called upon by Mr. Willett for advice and assistance in connec 
tion with Lustron matters on several occasions. He particularly mentioned that 
he had been asked by Mr. Willett to draft a resignation letter for Merl Young 
“which would protect Mr. Young’s interests.” 

At the time of the meeting of February 1, 1950, you were attorney 
for Lustron, were you not ¢ 

Mr. Concer. That is right. 

Senator Futsricur. You attended the meeting / 

Mr. Concer. Yes, sir. 

Senator Kt LBRIGHT. Mr. Rosenbaum categorically denied that state 
ment that has just been read, which had been made by Mr. Strandlund 
in his sworn testimony of a few days ago—well, it was the same day, 
Mareh 1, 1950. 

Mr. Howard Buhse has given the committee an affidavit confirm he 
Mr. Strandlund’s testimony, which we put in the record (p. ) and 
I shall not read. You prebably saw that in the newspapers. 

Mr. Conger, the committee would like to know your re collect ion just 
as accurately as you can possibly vive it of that meeting. 

Mr. CONGER, May I refer to a memorandum of the meeting, which 
l prepared ¢ 

Senator Futsriur. Yes. Did you prepare it yourself at the time? 

Mr. Concer. I made notes either during the meeting or immediately 
afterward and later transcribed them into a general memorandum 
covering that and a large number of other subjects. 

Mr. A. C. Blagden, Mr. Howard Buhse, Glen Lloyd, my partner, 
and myself arrived in Washington on February 1 from Columbus. 

Senator Futsrieut. What year? 

Mr. Concer. 1950. Our principal purpose in coming Was to meet 
with representatives of the RFC, to see if a stockholders’ committee, 
to whom powers of attorney had been given by the stockholders of 
Lustron, could work out some settlement of the Lustron difficulties. 
I believe we had an appointment for February 2 with someone in the 
RFC organization. Mr. Blagden was president of Federal Machin 
& Welder Co.. of Warren. Olio. He stated to us he was one of 
the members of the stockholders’ committee he stated to us that | 
Washington attorney was Mr. Rosenbaum. 

Senator FULBRIGHT. Joseph Rosenbaum ¢ 

Mr. Concer. Joseph Rosenbaum. 


Some time during the daytime of February 1, I think Mr. Blagde 
called on Mr. Rosenbaum—although I know that only by his aceount- 
and he called us together and said he would like to have us talk to 
Mr. Rosenbaum, that he might have something of use to us. We met 
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in Mr. Blagden’s room at the Wardman Park Hotel. My best recol- 
lection is that it was sometime in the late afternoon or early evening, 
I think possibly 5: 30 or 6 o’ciocK 

The four of us, in addition to Mr. Rosenbaum were present. Some- 
one in the group started to outline 

Senator Futsrieut. You say Mr. Rosenbaum was present ? 

Mr. Concer. Yes; he met us there. Someone in the group started 
to outline to Mr. Rosenbaum what our problem was. He said he was 
in kind of a hurry. I think—it was my recollection, and I do not 
have this in my memo, that he was going to a concert or something 
and wanted to get away. He said—he cut the story short and said he 

vas generally familiar with the Lustron picture, that he had discussed 
it with Mr. Willett a number of times and had been called on for 
advice and assistance in connection with Lustron matters. 

Senator Futsrient. Mr. Rosenbaum said that? 

Mr. Concer. Yes. 

Senator Futsriant. Will you speak a little bit louder, please. 

Mr. Concer. Would you like to have me go back ? 

Senator Futsricut. No; I just want it clear as to what Mr. Rosen- 
baum said, 

Mr. Concer. He said he had been called on by Mr. Willett for 
advice and assistance on the Lustron matter on several occasions. I 
particularly remembered and noted a statement that he made that 
he had been asked by Mr. Willett to dr aft a letter of resignation for 
Merl Young which would protect Young's interest. He then want 
on to state that in his judgment the solution for the Lustron difficulties 
would be the injection into the Lustron picture of an outside com- 
pany which would take over the management of the operation. Then 
he went on to say that if the representatives of Lustron could not work 
out a satisfactory reorganization he would be happy to consult some of 
his other clients who might be interested in he ‘Iping out. 

That, as my memorandum shows, and as my recollection goes, is 
pretty much the substance of the conversation. I do not think it 
lasted more than perhaps three-quarters of an hour. 

Senator Fursriecnt. Your memory, together with your memoran- 
dum, is quite definite about what was said at that time? 

Mr. Conerr. That is right. I have this memorandum. After I 
nade it up I checked it w ith two other members of the group who were 
in Chicago at the time and they confirmed the general accuracy of the 
memorandum. 

Senator Futsrieut. With whom did you check it ? 

Mr. Concer. With Mr. Lloyd and Mr. Buhse. 

Senator Futsrient. Mr. Lloyd and Mr. Buhse ? 

Mr. Concer. Yes. 

Senator Futsricnt. Mr. Lloyd is in Chicago now? 

Mr. Concer. At the moment he is out of—I think he is in the Virgin 
Islands. He is on vacation. 

Senator Futsricgntr. Did Mr. Rosenbaum say that he was close to 
Mr. Willett ? 

Mr. Concer. That is my recollection, and that is exactly as it appears 
in my memorandum. 

Senator Fuipricgnt. What did vou feel that Mr. Rosenbaum meant 
when he said that he would draft a letter to “protect Mr. Young’s 
interest”; that he had drafted a letter to protect Mr. Young’s interest ? 
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Mr. Concer. Well, that would be pretty much a matter of specula- 
tion. I had my own ideas. 

Senator Futpricgut. What were they? We are seeking what in- 
formation we can get. 

Mr. Concer. Well, the letter of resignation was a little peculiar. 
As I recall, it came in to Mr. Strandlund some time in about the mid- 
dle of October, that would be 1949. Mr. Strandlund, I think, had 
previously written Mr. Young directing him to come out to Columbus 
to work. He got this letter of resignation—and this can be right or 
wrong by about a week or two—about the middle of October, as I 
recall it. The letter of resignation—I do not remember it exactly, 
I saw it at the time—stated he was resigning with reluctance but that 
he felt compelled to do so because Mr. Strandlund had not followed 
the policies of retrenchment which he had urged. 

The thing I thought was peculiar about it was that I had not been 
conscious of his having urged any policies of retrenchment. Maybe 
he did, I do not know. 

He then went on to say that he felt that because of that he had to 
resign, and he made his resignation effective as of November 30, 6 
weeks away. It seemed to me that that in itself was a little peculiar, 
and perhaps that is what Mr. Rosenbaum had in mind when he was 
talking about his interest. I do not know. 

Senator Carprnartr. You were present when these things were said 
that you just related ? 

Mr. Concer. Yes; at the meeting at the Wardman Park Hotel, 
Senator. 

Senator Carenarr. Where did you see the letter that Mr. Young 
wrote to Lustron ? 

Mr. Concer. I suspect Mr. Strandlund showed it to me. 


Senator Caprnarr. You were the attorney for Lustron Corp. ? 

Mr. Concer. Yes, sir. 

Senator Carenarr. Why was that letter discussed at this meeting 
that you had? 

Mr. Concer. I do not think there was any discussion of it at all, 
other than Mr. Rosenbaum’s reference to it as an indication that he 


was familiar with the Lustron picture. 

Senator Futpricnr. At the meeting of March 1, Mr. Rosenbaum re- 
quested that we obtain the statement, or obtain the presence, if we 
could, of Mr. Paul Buckley, who was also present at that meeting. Is 
that correct, Mr. Conger? 

Mr. Concer. I do not think Mr. Buckley was present at that meet- 
ing, and my notes do not show that he was. 

Senator Futsricut. Whom do your notes show were present ? 

Mr. Concer. Mr. Buhse, Mr. Lloyd, Mr. Blagden, and myself, in 
addition to Mr. Rosenbaum. 

Senator Fcuipricnt. I wanted to put this in the record for the bene- 
fit of the committee and Mr. Rosenbaum. We have been in touc] 
with Mr. Buckley, and also Mr. Rosenbaum, in connection with this 
matter. I have a memorandum prepared by our counsel, Mr. Reddan, 
which I would like to read: 


Paul Buckley called today—and this is dated March 5—to state that he still 
has the flu and it would therefore be most difficult for him to come to Washing 
ton to testify on certain matters as requested by Joseph Rosenbaum. He asked 
me to discuss with Senator Fulbright the possibility of covering the matter by 
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affidavit. Senator Fulbright told me that under the circumstances an affidavit 
would probably serve the purpose of the committee, and I advised Mr. Buckley 
of this. I also suggested to Buckley that he talk to Mr. Rosenbaum to make sure 
that he covered all of the points that Mr. Rosenbaum wished covered. I then 
telephoned Mr. Rosenbaum and advised him of the above developments. Mr. 
Rosenbaum stated that he knew Buckley had been sick and did not want to 
inconvenience him by having him come to Washington. Mr. Rosenbaum stated 
that Buckley’s affidavit would satisfy him and I therefore suggested that he call 
Buckley and point out to him the matters he wished to have covered. 
JOHN REDDAN. 

I just wanted to state that for the record. I notice Mr. Rosen- 
baum is here, so that we will let everybody know that the committee is 
trying to make it as fair and equitable as we can, this matter of the 
presentation of the evidence by those who are concerned with this 
meeting. 

I wish to state, as spokesman for the committee, that the press has 
just informed me of the very tragic death of Senator Chapman. The 
committee will recess these hearings, the public hearings, until Mon- 
day out of deference to Senator Chapman. 

We will resume these public hearings on Monday. We did think it 
necessary to proceed with this witness as he is from out of town, and 
we had called him specifically for this purpose. 


The open hearings will now be recessed, but the committee will meet 


In executive session on a matter that must be disposed of at this 
time. 

(Whereupon, the committee recessed at 11:05 a. m. until 10 a. m 
Monday, March 12, 1951.) 


? 


STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 





MONDAY, MARCH 12, 1951 


Untrep STATES SENAT! 
SUBCOMMITTEE ON THE RECONSTRUCTION 
FINANCE CORPORATION 
OF THE COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcomittee met, pursuant to recess, at 10 a. m., in room 457, 
Senate Office Building, Senator J. William Fulbright (chairman of 
the subcommittee) presiding. 

Present: Senators Fulbright, Frear, Douglas, Capehart, Bricker 
and Bennett. 

Also present : Theodore Herz. clirector ot staff: John - M. Reddan, 
counsel. 

Senator Futsrientr. The committee will come to order. 

The subcomittee this morning will take up the case of the loans to 
the Central Iron & Steel Co. of Harrisburg, Pa. 

I wish to put in the record at this point an excerpt from page 9 of 
the committee’s report—Report No. 76, Eighty-second Congress, first 
session sumply giving the background of the subject matter, and to 
make our record complete. 

(The material referred to is as follows:) 


THE RFC LOANS TO CENTRAL IRON & STEEL CO 

The subcommittee has made a study of the circumstances surrounding the 
loans which RFC made to Central Iron & Steel Co. This is a subsidiary of 
Barium Steel Corp. <As such, it is a member of a group of companies which are 
clients of the Rosenbaum firm. 

Another subsidiary of Barium Steel Corp, had sought financial assistance from 
RFC some years before. It was turned down because of severe defects in its finan- 
cial policies and in the financial policies of the parent’s principal officials, who 
made a practice of “milking” the subsidiaries. The same people and the same 
policies were found to be dominant in Central Iron & Sheet Co. Primaril 
this reason, its initial application was scheduled for “automotie decline.” a 
process which would have ended in rejection of the application unless the RFC 
Board interfered by a freak action. 

Notwithstanding his knowledge of the earlier unsuccessful applications, Will 
brought about a substitution of examiners on this case in time to avoid “auto 
matic decline.” The first Central Iron & Steel loan was granted on June 3, 
1949, and the second was granted on September 16, 1949, the total at that point 
being $6,300,000. The loans were granted over the objection of all examiners 
and reviewers with the single exception of the substitute examiner, Hubert B. 
Steele 

One month after the second loan was authorized, Steele left the RF‘ d 
obtained employment at $15,000 a year with Goodwin, Rosenbaum, Men¢ m & 

gailen and Joseph E. Casey, jointly. He received a payment of $5,000 on the 
day he reported for duty. Rosenbaum explains that | S5.000 payment Was 
for 4 month’s salary in advance. 

113 
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Casey was the principal advocate for the Central Iron & Steel Co. loan. He 
worked with his brother-in-law, Robert W. Dudley, a member of the firm. Both 
made their principal contacts in the RFC with Willett. 

The attorney-and-client arrangement between the Barium Steel group and the 
Rosenbaum firm was first bought about by Paul O. Buckley who was or had been 
an official of one or more companies in the group. Buckley shared in the fees 
which the firm collected from this client, including the fees arising from nego- 
tiations of the RFC loans to Central Iron & Steel. 

Buckley is known to the subcommittee. He appeared in the hearings on the 
Lustron transportation contract. He was a director of the Lustron Corp. and he 
was one of the officials of the company which had contracted to haul the Lustron 
houses. He also was a financial beneficiary of the hauler’s operations under the 
contract. He borrowed about $200,000 from this enterprise to finance another 
business in which he and Frank Rosenbaum (the brother of Joseph) had an 
interest. 

Senator Futsricnr. Some time ago Mr. Joseph E. Casey requested 
an op portunity to make a statement and to appear before the subcom- 
mittee and, inasmuch as this case is the one which involves him most 
divestiy, we thought it would be appropriate if Mr. Casey would be 
permitted to come forward this morning and make his statement and 
disc  { this case. 

Mr. Casey, will you be sworn, please. 

see you sole mnly swear to tell the truth, the whole truth, and noth- 
ing but the truth, so help you God ? 

Mr. Casey. I do. 

Senator Futsricur. Give your full name to the reporter, please. 


TESTIMONY OF JOSEPH E. CASEY, ATTORNEY, WASHINGTON, D. C. 


Mr. Casey. My name is Joseph E. Casey. I live at 4763 Indian 
Lane, Washington, D. C. 

Senator Futsrieutr. Do you have a statement that you would like 
to make first, Mr. Casey ? 

Mr. Casry. I do, Mr. Chairman. 

Senator Futsrienr. Proceed. 

Mr. Casey. The chairman stated I am here because the day after 
the report I called the chairman and stated that I had noted where, 
on page 3, the committee would give an opportunity to those who 
felt that they had been unfairly injured, to testify in public hearing. 
I am here primarly because of that and, as the chairman stated, he 
thought it was appropriate because my name has been mentioned 
in connection with Central Iron & Steel; although my name has been 
mentioned twice in the report, not mentioning the chart, I want to 
answer where it had been mentioned in the report and in the written 
matter—I do not know how one answers a chart, but I think and I 
answered which I mentioned in the report, and I probably will meet 
whatever inferences are to be drawn from having your name appear 
ina chart. 

My first objection is to the first statement wherein I am mentioned in 
the report, which appears at page 8. 

‘The first mention of my name is in this connection: 


It has been reported to the subcommittee that former Congressman Joseph E, 
Casey was instrumental in bringing about Rowe’s appointment. 


[ call your attention, Mr. Chairman, and members of the commit- 
tee. to the fact that the committee did not find that to be so, but they 
said it had been reported to the committee, ] cannot deny that it had 
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been reported to the committee. However, I am in the peculiar situa- 
tion of not knowing by whom, and having to confront what may be 
merely a rumor or gossip. 

However, I am in a position to state most emphatically that that 
statement is in error, that is, that the report is in error; : that I was 
not instrumental in bringing about Rowe’s appointment, so that in the 
first place where my name appears in the committee report is a mis- 
statement. 

Senator Futsrientr. Do you not think, Mr. Casey, it would be fair 
to read that entire paragraph ? 

Mr. Casey. I was about to read it; yes. 

The next statement says: 

Casey does not take credit for Rowe's appointment, but he is not surprised 
by the reports, because he has been Rowe’s close friend for a number of years, 
and his associate in the practice of law in Athol and Gardner, Mass. He now 
practices in Washington. 

I think if you take that entire paragraph—and I am indebted to the 
chairman for his suggestion that I read the entire paragraph—that 
you get an impression that I had won a job for Mr. Rowe, the mem- 
ber of the RFC, and that in rather a polite manner I had deprecated 
any credit that comes from getting somebody a job. 

Then it states that I had been his close friend for a number of years 
and associate in the practice of law in Athol and Gardner. With re- 
spect to that I have known Judge Rowe for a great many years. My 
practice has been that of a trial | awyer. I practiced through western 
and central Massachusetts for a long, long period of time, and I 
tried many of Judge Rowe’s cases in the courts before various ad- 
ministrative branches in Massachusetts. I think primarily I am a 
lawyer’s lawyer. 

The last case I tried for Judge Rowe was in 1938. I did know 
him very well. I did consider him a friend, and in trying cases up in 
his neck of the woods in Massachusetts I stayed at his home, knew him, 
knew his four children and his wife. 

Senator Fu.sricut. Mr. Casey, just exactly what offends you so 
about that paragraph? That being so, I am unable to see why you 
feel so offended about the paragraph. 

Mr. Casry. Mr, Chairman—— 

Senator Fursrient. In other words, he is a close friend of yours 
and you are quite willing to assert that. 

Mr. Casey. That is right. 

Senator Futnricutr. Naturally, if that was so, why would you not be 
interested in any appointment that he might desire? 

Mr. Casey. Well, I thought that in view of the fact the committee 
has been studying this matter for 14 months, and that this report is 
the considered and deliberate judgment of a committee of Sena 
tors—— 

Senator Futsrient. This particular point is just a trivial matter 
We did not start studying it until about 8 or 9 months ago. 

Mr. Casey. Mr. Chairman, I revise my remarks to conform wit] 
the chairman’s more authoritative statement on the matter. 

If you take that first paragraph in connection with the next one 
and I call your attention to the fact that after the report that IT had 
won Judge Rowe his job, then my close association wit him, the 
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the statement he now practices in Washington, and immediately fol- 
lowing that it says: 

Casey was associated in Washington with the firm of Goodwin, Rosenbaum, 
Meacham & Bailen. Though he was neither a member nor an employee of the 
firm, he was its key representative on REC matters, and he shared to the extent 
of 20 percent in the fees which the firm collected for the presentation of loan 
applications or the conduct of other business with the RFC. 

May I point out, Mr. Chairman, that both of those paragraphs come 
one after the other, and under what caption? Under the caption, “C. 
Mdward Rowe.” I would like also 

Senator Futsrichtr. May I ask you, is there anything inaccurate in 
that second paragraph ¢ Is there any misstatement of fact? 

Mr. Casey. No; there is no misstatement of fact, Mr. Chairman. 

Senator Doue6ias. Mr. Casey, what you feel is that there is an over- 
tone, an imputation which reflects adversely upon you without any 
concrete evidence of wrongdoing; is not that the point? You feel that 
there is an overtone beyond the words without evidence of wrong- 
doing, and this overtone injures your reputation. 

Mr. Casry. May I explain it, Senator Douglas, by stating the New 
York Herald Tribune, which is a pretty good newspaper, and Mr, 
Jack Steele, who is a pretty good reporter, had this to say about it: 





Among those singled out by the subcommittee as having asserted undue in 
fluence and personal intluence on the REC Directors were former Representative 
Joseph E, Casey of Massachusetts, said by the committee to have won appoint 
nent as an REC Director for his law partner, Dr. Edward Rowe, and then to have 

lected 20 percent of the fees received of Mr. Rosenbauin’s firm in RFC cases. 

That is an inference from the committee’s report and I do not want 
to say that it is justified or not, but I merely want to state that here 
[am.as I believe, an injured party, and I want to state the inferences 
that have been drawn by a reputable reporter and a reputable news 
paper, and they were similar 

Senator Futsricutr. Mr. Casey, you called me about that. Did I 
not make a statement at that time that that was an incorrect infer- 
ence, that there was nothing in this report pertaining in any way 
to anything that has happened between you and the RFC since Mr. 
Rowe's appointment? Did 1 not make such a statement / 

Mr. Casry. I think I made the statement, but I want to say it was 
cleared by the committee. 

Senator Futpricur. I made the statement to you and you made 
publicly. 

Mr. Casty. That is right. The committee cleared 

Senator Futsricgut, You cannot hold the committee or me responsi 
ble for what a newspaper infers from a report. 

Mr. Casey. Mr. Chairman, I am not here in any way blaming the 
committee for anything. Iam merely here because I felt that my re p- 
utation and may honor had been injured by virtue of the committec 
ener and some inferences which are rather natural from it as <3 a 
by the line the newspaper is taking. I am not here to criticize the 
committee or quarrel with the committee at all, but I would like to 
point out that quite apart from what the newspapers have taken fron 
this report that when my friend, the man for whom I had formerly 
tried cases, became an RFC Director, I think it was in August of 
1950, T saw him when he came to Washington, had lunch with him, 
and told him that since he was my friend over a long period of time, 
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and was going to become an RFC Director, that I would no longer 
have any matters before the RFC. So I think that that conduct 
is the kind of conduct which approaches any high standard. 

Senator DovuGias. Since then you have not had any cases before 
RFC?/ ; 

Mr. Casry. Senator Douglas, I had one. Unfortunately, some- 
times when trying to do a good deed you shipwreck your ‘high re- 
solve, and that one case was a case where a friend of mine had a sis- 
ter-in-law who was a widow of a former manufacturer. That came 
under the smaller loan, I think it was less than $100,000. I took that 
case, I did not go before any RFC Director, I went to Mr. Anderson 
of the Small Loans Section of RFC, the loan was granted, that place 
is now going and doing well, and I charged no fee. 

Senator Doveias. And you have not acted for the Goodwin, Ros- 
enbaum firm in other cases before the RFC? 

Mr. Casry. Not since the date when Judge Rowe became a mem- 
ber of the RFC. 

Senator Carenart. Mr. Casey, how long have you known Mr. Jo- 
seph Rosenbaum ? 

Mr. Casey. Oh, I think about 2 years. 

Senator Caren art. How long have you known his father, Mr. L. N 
Rosenbaum ? 

Mr. Casey. I think I met him once. 

Senator Caprenarr. You had met him? 

Mr. Cassy. Once. 

Senator Carprmartr. How long have you known him? 

Mr. CASEY. Well. on one occasion I met him, it may have been a 
year ago. 

Senator Carenarr. But you entered into this contract to get 20 
percent of the fees in RFC within the last 2 years ¢ 

Mr. Casey. I think so. 

Senator Carrnarr. Is that contract still in effect ? 

Mr. Cassy. No. 

Senator Carpenartr. Was it a written contract ? 

Mr. Casny. No. 

Senator Caprenmarr. Just a verbal agreement ? 

Mr. Casey. That is right. 


Senator Cargenarr. Did it cover all the RFC loans or applications 
that the Rosenbaum firm might “soy irrespective of where they 
came from! 

Mh . CASEY. Well. I think it covers all of the moans they 1 io! 
and petitions for loans before the RFC in which I was e g to | 
ticipate. 

Senator CareHart. Were you to participate in all their loans, or 
just specific ones ¢ 

Mr. Casry. My assumption was that I was to participate in all of 


thei ir loan Ss whit aAVING a right to take it or reject 


Senator Cargenarr. And that agreement was mad e 2 vears 
ago / 

Mr. Casry. I do not know whether it was made, it was made within 
2 years, I do not know whether it was 2 years ago. 

Senator Carpenarr. And it is still in effect, did vou sav 


Mr. Casry. No: it is not in effect. 


80585 51 pt. 3s——17 
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Senator Futsricut. When was it terminated ? 

Mr. Casey. I think I terminated it at the time—I think it was about 
August, at the time when I made my agreement with Judge Rowe. 

Senator Fu.tsricut. How did you terminate it? 

Mr. Casry. By word of mouth, by telling Mr. Rosenbaum. 

Senator Carenarr. What brought about this agreement? Did they 
approach you or did you approach them ¢ 

Mr. Casey. Well, I do not think that that was the first matter I had 
before the RFC for the firm of Goodwin, Rosenbaum, Meacham & 
Bailen. Ithink I had another matter; in fact, [know Lhad. I hada 
matter involving these Land cameras that developed a picture in 1 
minute. I think it was Samson United that was making them at the 
time. This corporation had been making fans, as I recall it, and they 
were now going to make this Land camera for Polaroid. I repre- 
sented the petitioner in that application for a loan, which was granted. 

I then found out that the firm of Goodwin, Rosenbaum, Meacham 
& Bailen had been representing Samson for several years or longer on 
a monthly retainer, and that included in the general service was repre- 
sentation before the RFC. So they did not receive anything in addi- 
tion by virtue of the representation before the RFC. I found that 
was rather a pattern that they had in many of these cases, and most 
of them, that they were general representatives and tax representatives, 
and that the fee collected was never merely a fee just for presenting a 
matter before the RFC. I think I had difficult y in deciding what was 
collected and what percentage could have been mine by virtue of my 
representations, and I think we hit upon a 20 percent across the board. 

Senator CarenArr. You know, of course, that in this steel case—I 
believe I am correct, and if not I am certain you will correct me—Mr. 
Buckley got half of the so-called attorney's fees. 

Mr. Casey. I know nothing about that, Senator. 

Senator Carenart. You do not know anything about any fees that 
Mr. Buckley received ¢ 

Mr. Casry. Nothing. 

Senator Carenarr. I think you will find that this Rosenbaum firm 
were accustomed to giving what they call “finder’s fees.” In this Cen- 
tral Iron & Steel you will find that Mr. Buckley received half of the 
fee because he was the finder. 

Did you check this Rosenbaum firm carefully before you became 
identified with them ? 

Mr. Casey. Well, I checked it enough to know that there was in this 
partnership reputable estimable men, among whom was my brother- 
in-law Robert Dudley. 

Senator Caprnartr. You do not know Mr. L. N. Rosenbaum at all? 

Mr. Casey. Who? 

Senator Cargnart. L. N. Rosenbaum, the father of Joseph Rosen- 
baum. 

Mr. Casry. I recall I met him once. 

Senator Capenart. Was he a member of the firm, or do you know? 

Mr. Casey. I do not think so. 

Senator Carenart. Have you ever represented him in any matters 
any place anywhere in the United States ? 

Mr. Casry. No, no. 

Senator Doveias. Mr. Chairman, may I say that without dealing 
with the question of Central Iron & Steel about which we will have 
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testimony later, I think that Mr. Casey disassociated himself from 
any cases before the RFC upon the appointment of Judge Rowe. 
That fact was not known to us and was not brought out in our report, 
and I think perhaps the implications at this point would be rather 
unjust to Mr. Casey. 

The chairman is as sensitive about protecting reputations from un- 
fair attack as he has been zealous in getting at the truth. While I 
cannot speak for him, I know that any imputation in these paragraphs, 
by failure to take this into account, was certainly unintentional on 
his part. Iam glad you brought this out and I regret personally that 
it has not been ‘brought out before, and I only hope that the press 
will give as wide circulation to the statement which you have just 
made, as they gave to these two original paragraphs which, while 
accurate themselves, through inadvertence did not tell the whole truth. 

Mr. Casey. Thank you, Senator Douglas, and may I say that while 
my first reaction was one of resentment, that more sober reflection 
has brought me to the conclusion that when you act as attorney in 
matters like this, and when a committee is investigating a subject mat- 
ter as wide a scope as this, there is bound to be some stepping on toes 
of people who are innocent, and I think that is inevitable. I am not 
critical of the committee in appearing here. I am glad to afford my- 
self of the invitation of the committee to come here and set the rec- 
ord right. 

Senator Caprnartr. Mr. Casey, when was Mr. Rowe appointed as 
a Director / 

Mr. Casey. I think it was in August 1950. 

Senator Capenart. August 1950? 

Mr. Casey. Yes. 

Senator Bennerr. Mr. Casey, for the record, did you discuss the 
probability of Mr. Rowe’s appointment with anybody who might have 
influence at any time? 

Mr. Casey. I did not discuss the probability with anybody who 
might have influence at any time. Mr. Rowe did not see ik my help. 
In fact, [had nothing wh: +“ er to do with Mr. Rowe’s appointment. 

Senator Futsrieut. Mr. Casey, I think in view of this development 
we should be as specific as possible so that the press, including the 
highly reputable New York Herald Tribune, will have full and ac- 
curate information about your relationship with the Rosenbaum firm. 

I may say at the time the representatives of this subcommittee visited 
the firm, and obtained the information from their books, which was 
in September, apparently no one informed them that there had been 
any change in the status, because this is the information brought to us 
and we carried it into the committee. I certainly thought that was 
the whole story. I am very glad to put the whole story on the 
record, 

Mr. Casry. Mr. Chairman, I might say that the first time that I 
talked to an investigator about it, | so informed them, but that was 
very late and probably at a time when the report was printed. I 
do not know that. 

Senator Futsricut. This information primarily, and almost ex- 
clusively, at least, came from Mr. Rosenbaum and his firm’s books. 
They were looked at and investigated by two very —— skilled, T 
was informed, members of the staff of the General Accounting Office. 
We attempted to get the best available in the fovn ‘rmnment, from the 
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point of view of being reputable and having, I would say, no reason 
not to be entirely objective in their approach. So we thought that 
we were doing that as thoroughly as we could. 

Now, as I understand it, and I hope you will correct me if I am 
wrong, for possibly 2 years you had had an arrangement with Mr. 
Rosenbaum’s firm. You obtained 20 percent of their fees for Re- 
construction Finance Corporation business. It that correct? 

Mr. Casey. 1949, somewhere around May, I should say, is my best 
recollection. 

Senator Futsricutr. Until—— 

Mr. Casry. August 1950. 

Senator Futsriegnt. August 1950. 

Did you have any other arrangements with them pertaining to other 
businesses within governmental agencies or with any governmental 
agencies ¢ 

Mr. Casry. No; no other arrangement. 

Senator Furtsriecntr. That was the only participation in fees that 
you had with that firm ? 

Mr. Casry. I may say that while the arrangement was prim: irily 
RFC, that for some of those that were presented to the RFC I did 
some other work outside of the RFC, not before governmental agen- 
cies, but that was included in that 20 percent. 

Senator Dovetas. And since some time in the latter part of 1950 
you have collected no fees from the Rosenbaum firm and do not pro- 
pose to collect fees as long as Judge Rowe is on the board; is that 
correct ¢ 

Mr. Casey. I think that is correct; yes, sir. 

Senator Futsrient. I am still a little confused. Did you partici- 
pate only in fees pertaining to RFC or did you participate in any 
fees received by the Rosenbaum firm ? 

ir. Casey. I think that included other representation. Now talk- 
ng about the fees before the RFC, the 20 percent of Goodwin, Rosen- 
baum, Meacham & Bailen fees, that included other advice and other 
representation and other—for clients who—— 

Senator DovuGLas. Suppose you appeared before the Internal Reve- 
nue Department, would you get one-fifth of the fee? 

Mr. Casey. No; it would go on the same basis—yes, but that was 
put on an RFC arrangement orally, and that remained to cover any- 
thing else. 

Senator Funsricur. Did you receive any part of any fees for repre- 

entation before the Internal Revenue Departme it 

Mr. Casry. No; unless it were part of the RFC fee. In other 
words, the RFC 

Senator Futsrientr. Do you mean if the same client had not only 
RFC business but internal revenue business as well, that you would 
then participate in that fee? 

Mr. Casry. The ceiling was the RFC 20 percent arrangement, re- 
gardless of what other work I did. 

Senator Fuitpricur. And you had no different arrangement. re- 
garding any other type of work? 

Mr. Casry. No. 

Senator Futsrient. That is the only agreement you had with the 
Rosenbaum firm ¢ 

Mr. Casey. That is the only one. 
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Senator Bricker. That was your agreement entirely ? 

Mr. Casey. Yes. 

Senator Bricker. How much did you receive entirely from the 
Rosenbaum firm ¢ 

Mr. Casey. I do not know that, but I am sure the committee has 
it. 

Senator Bricker. As well as the clients and subject matter? 

Mr. Casey. That is right. 

Senator Futsriegnr. Did you have any arrangement prior to this 
arrangement regarding RFC which I believe you said began in 1949, 
in May? Did you have any arrrangement prior to that time with 
Rosenbaum regarding any fees? 

Mr. Casry. Not that I can recall. 

Senator Fuusricutr, Did you say you met Mr. Rosenbaum for the 
first time in about May 1949 ¢ 

Mr. Casry. No; I said about 2 years ago. 

Senator Fuuprieu?. That is about right. 

Mr. Casey. That is right. 

Senator Futsricutr. Then you did not have any arrangement with 
the Rosenbaum firm regarding any business with the Maritime Com.- 
mission ¢ 

Mr. Casey. I had no arrangement with Rosenbaum regarding bi 
ness in the Maritime Commission. 

Senator Futsrigntr. You seem to stress the word “arrangement.” 
Did you have some other agreement of any kind with them / 

Mr. Casry. No. You used the word “arrangement.” I do not 


i il. 


want to quibble about words. I had no arrangement. I had no : 
ment. 


Senator Fursrieut. Did you ever share in any fees with the Re 
baum firm regarding business before the Maritime Commission ¢ 

Mr. Casey. I did, on an isolated case basis. 

Senator Futpricur. Would you mind telling 
that, when it was and what it consisted of ? 

Mr. Casey. Well, my only disinclination to talk to 1 CO 
about it is that of course it involves a client and his relation be f 
attorney and client. It is not my privilege. I would be happy 
to the committee about it, but it is the client’s p1 ege not to é 


me divulge that. 

Senator Futsrient, We would not want you to 1 he cli 
then if you feel that way about it. Did you share 1 from ai 
client—he may remain nameless—with the Ros 
ing business before the Maritime Commission / 

Mr. Casry. Yes. 

Senator Futsrieutr. When was that? 

Mr. Casey. I do not recall. My best judgment is 1948, Senator. 

Senator Fursrignur. That was prior to vour arrangement with 
regard to RFC? : ' 

Mr. Casry. That is right. 

Senator Futsricnr. That was before you met Mr. Rosenbaum, w 
it not ? 

Mr. Casey. No, it was not. I do not want to be tied dow 
of course after I met Mr. Rosenbaum, but I am trying to figure out 
just what the year was. 

Senator Fu.sricgutr. You think it was about 1948? 
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Mr. Casry. That is my best recollection. 

Senator Futsricutr. Could you describe the Maritime Commission 
business to the committee—we discussed it the other day because of 
the rather wide scope of Mr. Rosenbaum’s activities in Internal 
Devateok RFC, and with the Maritime Commission. Would you 
describe the character of the work which you did before the M: aritime 
Commission for Mr. Rosenbaum, or in association with him. 

Mr. Casry. Well, the work had to do with the purchase of T-2 
tankers, which were owned by the Maritime Commission. At that time 
these T-2 tankers, which were left over from the last war, were not 
being used. They were in the mud in the James River, for the most 
part , and it was decided to sell them at a st: itutory price; that is, I 
think the statute had named the price for selling them so that the 
government would get money in aia for the sale of T-2 tankers. 
I represented a client of Mr. Rosenbaum’s in the purchase at the 
statutory price of some T-tankers. 

Senator Futsricgutr. Do you not think that could be characterized 
as an arrangement between you and Mr. Rosenbaum? 

Mr. Casry. I think it was a case—it was an individual case. 

Senator Fusrient. Is that the only case? 

Mr. Casry. That is all I reeall. 

Senator Fursrientr. If you had another case you would recall it. 
Those are rather important cases, are they not ? 

Mr. Casry. You mean before the Maritime? I would say that was 
the only one. 

Senator Fu.sricut. Is that the only one? 

Mr. Casey. I think so. 

Senator CarrHart. Do you remember to whom the ships were sold? 

Mr. Casry. You mean the name of the client? 

Senator Carenart. Yes. To whom were the ships sold? You 
represented Mr. Rosenbaum’s client, and you do not want to divulge 
who that is. 

Mr. Casey That is right. 

Senator Capenart. To whom did your client sell these two ships? 

Mr. Casey. I do not recall. 

Senator CapeHart. Were they sold? 

Mr. Casey. I do not remember that. 

Senator Carenarr. You know they were, do you not? 

Mr. Casey. I got into the procurement of them at the statutory 
price. 

Senator Carenartr. There is a lot to be uncovered on that business. 
I am hoping the committee will go into it deep enough to get the whole 
Story. : ; 

Senator Fuisricut. I just want to get Mr. Casey’s part in this 
deal because I do not want to leave any f: ulse i impression with the press. 

You handled one case for the Rosenbaum firm. Then do I under- 
stand correctly that you received one-third of the fees collected by 
Mr. Rosenbaum for that case? 

Mr. Casey. That could be. 

Senator Fursricut. Would you not know? 

Mr. Casey. I do not remember ace ‘urately. It might well have been. 

Senator Futpricutr. That was not very long ago. “Could you refresh 
your memory? You seem to have receiv ed a $5,800 fee, for ex xample, in 
April 1949. Would that remind you of anything? 
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Mr. Casey. That is right, I think that was it. 

Senator Futsrigut. What was the fee in 1949 for $10,000? Was 
that another one ? 

Mr. Casey. I do not remember. 

Senator Futsriegnt. Did you have a stock participation in the com- 
panies which purchased these vessels? 

Mr. Casry. I do not recall. I had a matter of my own in which I 
had a stock participation. 

Senator Fu.tsrreur. You mean in the purchase of ships? 

Mr. Casry. In the purchase of ships. 

Senator Futpricgnr. You purchased the ships yourself ? 

Mr. Casey. That is right. 

Senator Futsrigut. How many ships did you purchase for your- 
self ? 

Mr. Casry. Five. 

Senator Futsricut. In those Mr. Rosenbaum had nothing whatever 
to do; is that right ¢ 

Mr. Casey. I think he had a stock participation. 

Senator Futsricur. He had a stock participation ? 

Mr. Casey. Yes. 

Senator Futsrient. But it was your purchase? 

Mr. Cassy. That is right. 

Senator Bricker. Stock in what company ? 

Mr. Casry. In the company that bought these five T-2 tankers. I 
think it was a minor participation. 

Senator Carpgenarr. What was the name of the company ? 

Mr. Casty. American Overseas Tankers. 

Senator Capenarr. Did you have any stock in the Martin Invest- 
ment Co. ¢ 

Mr. Casry. No. 

Senator Carpenartr. Miami Ship Co.? 

Mr. Casry. No. 

Senator Carrnart. Is this the company you had in mind when you 
said a moment ago that you did not care to divulge the name? 

Mr. Casry. No, that was one in which I am a principal and that is 
why I am willing to divulge the name. I think in those matters it is 
the privilege of the client, ‘and so I could divulge it because I figured 
that I was the principal and not an attorney client. 

Senator Futsrieur. About when did the first one of these purchases 
from the Government take place in which Mr. Rosenbaum had a share? 

Mr. Casey. I do not recall the date. 

Senator Funsrieut. Is that within the last 2 years? 

Mr. Casey. My best recollection is that it is. I do not know. It 
may have been 3 years. Iam not sure about that. The committee has 
that data. 

Senator Futsricur. I wonder, Mr. Casey, if you would supply the 
committee with that information. I ian 1 not wan t to ti ake the re- 
sponsibility, | would rather have you supply it so as to be sure it would 
be accurate. Could you do that ? 

Mr. Casry. Yes, I will do that. 

(The information referred to was not supplied. On March 28, 1951, 
Mr. Casey formally declined to supply it. See p. 1685.) 

Senator Futsrieut. Let us be sure about the information you are 
to supply. We want to know these payments from the Rosenbaum 
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firm on account of the nn ‘agreement of 20 percent on one hand, and 
on the other hand the 3314 percent of the fees arising from business 
with the Maritime Commission—— 

Mr. Casry. You limit it to both of them, the RFC and the Maritime; 
is that right ? 

Senator Futsrigut. Do you have any other Government business? 

Mr. Casey. No, not Government business. 

Senator Futsricutr. Those are the two that we thought were perti- 
nent to this inquiry. If you have other information— 

Mr. Casry. No, it is not Government business, and if you limit it to 
Government that is all Lknow. I simply said—and I do not know why 
there was this levity about it—that there was other business. It was 
private business. Mr. Rosenbaum’s firm was a tax firm. I had been 
referred, as general counsel for some clients’ tax matters, to them, in 
which there would be some fees involved. 

Senator Fursrient. Do you not consider tax matters Government 
business ¢ 

Mr. Casry. Well, I guess it is all right. 

Senator Funtpricautr. I would have thought so. 

{ do not know, Mr. Casey, I do net want to be unfair about this 
business, but some time ago Mr. Rosenbaum raised the point—it 
seems to me that anyone who does business with the Government 
must always expect to be subjected to public discussion because it is 
public business. That is the way I feel about it. I may be wrong. 
I do not regard this business with the Maritime Commission or with 
the Internal Revenue or RFC as exclusively your private business. 
I think it is public business, and it is a proper subject for discussion, 
or examination by a committee of this kind, just as private lives of 
candidates are a proper subject of discussion whenever they run for 
oflice, which y you have done. I am sure you have never objected to 
the constituents from Massachusetts inquiring about your business 
when you were running for office. It has somewhat the same sort 
of bearing. If I am wrong about—well, I hope I am not wrong be- 
cause we have taken that attitude with other witnesses, so I hope you 
do not feel that we are inquiring unjustly into your private business. 

Mr. Casey. No, [ made no objection to your inquiring into business 
with Government. I must say, however, that if it is about a client 
and his business, that in accordance with the relationship between 
attorney and client, that that is the client’s privilege. 

Senator Funsriautr. I do not want to know your client’s business, 
What I want to know is your relation—— 

Mr. Casry. That Iam perfectly willing to answer, 

Senator Funsricut. Especially with Mr. Rosenbaum. I do not 
think I have to tell you at this late date why Mr. Rosenbaum’s busi- 
ness is important and pertinent to this inquiry. For the same reasons 
your relationship to Mr. Rosenbaum in this field is also pertinent. 
I hope we understand one another on that view. I am being a little 
more particular with you about some of these details because you did 
feel that there was a misapprehension brought about by reports in the 
press, and we want to make this discussion specific, and 1 hope they 
will not misinterpret what is brought out here. 

I want to be specific in these cases. I think what you received from 
Mr. Rosenbaum is important. Mr. Rosenbaum, you know, had very 
important connections with the Government, specifically through Mr. 
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Merl Young and others. It would appear that you played a part in 
that. That is the theory at least, of this hearing. 

Mr. Casey. I cannot let that go unchallenged, because—— 

Senator Futsricut. T hope you will not. 

Mr. Cassy. Because in connection with Mr. Merl Young and others, 
I had no influence whatsover. I did not know Mr. Merl Young, had 
never met him, and had never seen him. I have heard about him, of 
course, since this committee went into these matters, but there was no 
web of influence that I was in. I had no influence whatsoever. I 
stood as an attorney in these matters without influence except what- 
ever ability I had in the merit of my cause. 

Senator Futsricutr. | woul | not know about Mr. Rosenbaum’s policy 
with regard to people with whom he was associated. I do recall, how- 
ever, that you did represent before this committee last June, about 
June—— 

Mr. Casey. That is right. 

Senator Fu.tsricutr. Mr. Buckley and the Gottliebs, I believe you 
represented them both. The testimony before this committee had been 
very clear that the Gottliebs and Mr. Buckley thought very highly of 
the Rosenbaum firm, and that Mr. Buckley had shared fees with the 
firm. In fact, in this very case we have before us now, that we will pro- 

ceed to ina moment, Mr. Buckley brought the work to the Rosenbaum 
firm and for some period received half of the fee. and then in a later 
period he received 1214 percent. Through Mr. Buckley you had an 
association which I presumed gave you access to information about the 
firm. -I may be wrong about that. I thought it would be fair for us to 
assume you knew about Mr. Buckle *v’s fee arrangement. Your brother- 
in-law is in the firm, a member of the firm, and I assumed that you 
knew of the rather constant association of Mr. Young and Mr. Rosen- 
baum; the firm of which your brother-in-law is a member has partici- 
pated in a rather large way in financial affairs of Mr. Young. So Iam 
glad to have you enlighten us. I had assumed that you did know about 
these matters. 

Mr. Casey. Mr. Chairman, I would like to say, and I repeat, that 
I have never seen or communicated, or had any connection in any way 
with Mr. Merl Young, and I would like to add further that I do not 
know whether it needs clarification or not, but you talked about a lot 
of people, some of whom have been before this committee, and I repre- 
sented them, and have talked about the things that have happened in 
connection with Mr. Rosenbaum, and without trying to get away from 
any of that I would just like to point out that my idea of an attorney 
is that he does not just represent some particular favorite privileged 
class or people who are just admitted to the Union League Club, but 
I think my best hours at the law have been in representing unpopular, 
if you please, unpopular people, to protect their right, their right to 
petition administrative agencies, their right before courts, all of those 
things that are guaranteed by the Bill of Rights, and I do not think 
it should be assumed that in the capacity of a lawyer or an advocate, 
that you take on that character, or that you take on a social friend- 
ship, any more than Wendell Willkie represented Communists in one 
of his finest hours to represent their rights, which is what you repre- 
sent. He in no way became a Communist. He did not take on that 
coloration of it at all. 
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Senator Carrnartr. Mr. Casey, you said a moment ago that you 
used your ability. Tell us what ability it takes to get an RFC loan, 
just what abilities are used in getting an RFC loan. What legal 
abilities are necessary / 

Mr. Casey. Whether it is the RFC or any other 

Senator Carenart. We are talking about RF 

Mr. Casey. All right. 

Senator Capenart. Tell us what abilities an attorney needs, or what 
abilities you used in getting the RFC loans when you represented 
them? Did you fill out the forms? 

Mr. Casry. In the first place, you need the ability to understand 
and pick up the experience of the business that is seeking a loan. 
You need the ability to tell about it, to set it forth in its most attractive 
features; you need judgment, you have a situation in the RFC where 
there are no standard practices. There is no group before whom you 
appear at one time; there are no rules by which this loan is granted 
or that one is not, that you can judge yourself by. It is a matter of 
rule of thumb in each individual case. You have got to take each 
individual case, understand the business, and be able to translate it 
from its most favorable aspects, because what you get in the RFC, and 
I imagine some other agencies, is the most cursory kind of an exam- 
ination on the part of most of the employees. There will be a matter 
of how much is the collateral, is it less than the amount asked for? 
Then it is passed over for rejection. Then it is up to the advocate 
to show, for example, that there is a market there, that is almost a sure 
market or at least there are reasonable prospects for getting a market 
for the products which this firm makes which would make more 
reasonable the security; and working out arrangements with respect 
to gett ing more collateral. 

It is about the same sort of thing that you do in a court with regard 
to any cause that you represent. 

Senator Carenarr. As an attorney, do you hire marketing experts 
to advise you on whether there is a market for this product or not, 
or anew market? As an attorney, do you hire a certified accountant 
to audit the books of the company to present them to the RFC, or do 
you jus * depend entirely on your legal ability ? 

Mr. Casry. Let me give you a specific instance, Senator Capehart. 
On a loan of Central Iron & Steel, I tried to develop a background 
to show that the circumstances were favorable for a governmental 
agency loaning a company that was about to make expansions in order 
to increase their facilities for the manufacture of steel. 

I went back 

Senator Carenartr. I want to know what, in your opinion, any 
attorney needs to know to get an RFC loan, because there are a lot 
of attorneys in the United States, and if we could develop the formula 
here maybe a lot of them could get this business. I am not interested 
in what you did in the Central Steel. You said a moment ago that 
you used your ability. 

Mr. Casry. That is right. 

Senator Carenart. Well, I cannot conceive—and maybe you can— 
but I cannot conceive of any ability that an attorney could use in 
geiting an RFC loan. 

Mr. Casry. Well, let me say this, Senator Capehart, that I think 
if you would allow me—— 
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Senator Carenarr. Let me say this. Is it a matter of filling out 
the forms, presenting a balance sheet and presenting the facts, and 
that is all there istoit? Is there anything else used ? 

Mr. Casey. Senator, you would never get a loan on that basis. 

Senator Carenarr. I think you are about right. 

Mr. Casry. And I think as we develop—— 

Senator Capenart. That is the thing I am complaining about, that 
you do not get the loan on the basis of the facts; you get the loan on 
the basis of some sort of favoritism, or you know the director or you 
know the attorney. 

Mr. Casty. Senator, I never got a loan on that basis, and I think 
when we go into Central Iron & § Steel we will develop what you do 
with respect to getting a loan. 

Senator Bricker. You knew Mr. Willett, did you not, very well? 

Mr. Casry. I knew Mr. Willett; yes. 

Senator Bricker. Did you ever ‘talk to Mr. Willett about this loan? 

Mr. Casry. Which loan are you referring to? 

Senator Bricker. Central Lron & Steel. 

Mr. Casrey. Yes. 

Senator Bricker. Did you ever talk to him about appointing an 
examiner for the application ¢ 

Senator Futsricutr. If the Senator from Ohio would not mind, 
we want to come to that a little later. I am not cutting you off, but 
in due time we will go into that matter. 

Senator Bricker. The question went to the point of whether or 
not that is a proper respo msibility for an attorney. 

Senator Futsricur. I want to try to tie up the loose ends before 
we go into those matters. 

Senator Bricker. Well, I will defer to the chairman 

Senator Fursricur. We got into a discussion there and then we 
were diverted, about the relationship between Mr. Casey and the 
Penns and Buckley and Young. 

Mr. Casey, you recall that Mr. Buckley, who is your client, was 
Mer! Y oung’s fellow officer and member of the board of directors of 
Lustron; that is, Mr. Buckley was. At the same time Mr. Young 
was their vice president, was he not ¢ 

Mr. Casry. The Senator knows more about that than I do. The 
only mention I heard of Mr. Young was Senator Tobey asked one of 
the Gottliebs on the stand at that time about Mr. Young, and I think 
that Gottlieb said he was not the Gottlieb who had been in some 
Florida venture with Mr. Young. That is the only mention I re- 
member in that case of Mr. Young. 

Senator Fursricnt. What I mean is that Mr. Buckley certainly 
knew Mr. Young. I just assumed that you had known Mr. Young 

Mr. Casry. I am glad of the opportunity to come here and st: tin 

Senator Futsrient. How long oe you known Mr. Buckley? 

Mr. Casey. Oh, I should say a yes 

Senator Fuirrient. A year? 

Mr. Casey. Yes. 

Senator Futsriecnt. A moment ago you said you thought it was a 
lawyer’s duty to represent people who were not so popular. Was Mr. 
Buckley one of those you had in mind? 

Mr. Casey. I do not think that is a fair question, Senator. 
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Senator Futsricnt. Then I did not quite understand the signifi- 
cance of your statement a moment ago that you thought it was a 
lawyer’s duty not only to represent members of the Union League 
Club, but people of all kinds. I could not see how it related to our 
discussion. 

Mr. Casey. I think it related to the fact that you, in prefacing one 
of your questions, made the statement about all the things that have 
happened over the committee, and frankly, I say that there is an 
atmosphere over the committee where the association with people 
who have been before this committee is likely to lead to inferences 
that I might be in the very same boat and same category. 

Senator Fusricnt. You wish to disassociate yourself from those 
inferences, which is the proper thing for you to do. 

You represented Mr. Buckley with regard to his dealings with the 
Commercial Home Equipment and Lustron, did you not ? 

Mr. Casey. I represented him with regard to this committee’s in- 
vestigation of that part of the Lustron contract with respect to trans 
portation. 

Senator Futsricut. That was in the hearing last spring. 

You represented Mr. Buckley before this committee ‘ 

Mr. Casry. That is right. 

Senator Fuisricur. Have you ever represented him in any other 
business ¢ 

Mr. Casey. No. 

Senator Futsrieut. Did you ever share any fees with Mr. Buckley? 

Mr. Casey. No. 

Senator Fuisrient. I want to put in the record at this point a 
copy of an article entitled “Mr. Buckley and the RFC” printed in 
Barron’s National Business and Financial Weekly of August 14, 1950. 

(The article referred to follows:) 


The shake-up which President Truman gave the RFC last week came after 
that agency had received some rather rough handling from Congress. Senators 
objected to the lending policies of the RFC and in particular its handling of 
Lustron. 

There were many individuals mixed up with that ill-starred venture in pre- 
fabricated home making, and among them was one Paul O. Buckley. But the 
links between Buckley and the RFC were not restricted to Lustron and an ex- 
amination of the relationship reveals some of the things which caused the furor. 

In 1946 Buckley and three associates borrowed money from Central Iron & 
Steel, a subsidiary of Barium Steel, to purchase 37,500 shares of Barium stock 
at over $10 each. Two years later they sold the stock to Barium which took 
over their liability to Central. At the time the stock was down at about $5.37 a 
share which would have caused a $200,000 loss to Buckley et al if Barium had 
not stepped into the breach. 

But Barium stockholders were not so generous as the company management. 
Two share-holders filed suit to force the Buckley group to repay Barium for the 
losses suffered in the deal and last week a district court in New Haven approved 
a $100,000 settlement. 

The RFC gets into the act in this manner—in June 1949, after the stock re- 
purchase deal, RFC advanced a loan of $4,700,000 to Central Iron & Steel. Then 
in August Central bought from a leading RFC debtor, Kaiser-Frazer, the Phoenix 
Iron Works Corp. and the Phoenix Bridge Corp. for more than $2,000,000. Fur- 
thermore, in September, the RFC boosted its loan to Central by $1,650,000. 

Buckley’s connection with the lending agency didn’t stop there. In the 
Lustron affair he played a curious dual role. He was a director of the pre- 
fabricated company and also of two suppliers of equipment. The first of these, 
the Commercial Home Equipment Corp. provided tractors and trailers while the 
second, the Federal Machine & Welder Corp. sold Lustron $2,800,000 worth of 
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tools and presses. Buckley’s standing with these firms must have been pretty 
solid since Commercial lent him $150,000 to $200,000 on unsecured notes 

The Senate committee ‘which looked into the RFC took a dim view of his 
position as Lustron director-contractor and it is reasonable to believe that Mr. 
Buckley’s case was One of the prime reasons for congressional discontent with 
the agency. 

Senator Futsricur. Just one other question about this Maritime 
Commission business. You say you bought five ships yourself and 
formed a corporation ? 

Mr. Casrty. When I say “myself” I do not mean as an individual. 
That was a corporation in which I was president and director and a 
large stockholder 

Senator Futsrientr. Did you do the legal work in the formation of 
those corporations ? 

Mr. Casey. Yes. 

Senator Futsrienr. And were there five different corporations 4 

Mr. Casey. No; one. 

Senator Futsricutr. One corporation ? 

Mr. Casey. Yes. 

Senator Futsricur. That same corporation bought five ships? 

Mr. Casey. That is right. 

Senator Futsricut. I want to get this clear. Mr. Rosenbaum testi- 
fied the other day regarding other corporations which he formed, I 
believe. Are you interested in any of those? 

Mr. Casey. No. 

Senator Fuutsricur. What was the effe tof this corporation's Lc 
tivities—did it result in capital gains rather than fees? 

Mr. Casry. That is right. 

Senator Futsricur. That is the main purpose of handling it in the 
corporate form ? 

Mr. Casry. That is right. 

Senator Dovernas. Mr. Case *v, let me push this matter a little bit 
further, because it so happens I am very much interested in this cor 
porate-gains provision of the Internal Revenue Code. If these ships 
had bee on pure hased by individuals the amounts that were made on 
resale would have been treated as current income, and therefore subject 
to tax: is that right? 

Mr. Casry. No, Senator Douglas. 

Senator Doverias. What is the financial advantage of usit 
corporate form for this transaction ? 

Mr. CASEY. Well, I think primarily—I do not know what the advar 
tage of it is. It could be formed by an individ ul, done by an ind 


vidual, | ut with the corporation composed, as in this case, of men with 
whom I am very proud to have been associated, we formed a corpora- 
tion; we put some money into it: w boron | money from an insur 
ance company, not a Government age . the balance we chartered to 
one of the big oil companies and held ie stock for, I think—I do not 


know—2 years, I think, i Is my best guess on the matter. When he sold 
it. it was Se a capit: al vain onthe part of the stockholders who 
received it from the corpor: ition, 

Senator Doveras. I do not want to push this too far because it is not 
the primary teeters of our inquiry, but I am very much interested 
the affairs of the Maritime Commission and also the « apital-wains tax. 

You purchased these ships at one price. Did you immediately resell 
them ? 
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Mr. Cassy. Oh, no. 

Senator Doveias. You held them for a time? 

Mr. Casry. Four years, I think. I think 4 years. 

Senator Doveras. And leased them to companies, retaining owner- 
ship, and then at the end of the period you sold them. 

Mr. Casey. That is right. 

Senator Bennerr. May I ask a question? 

Senator Fu.srienr. I just want to ask one question. 

Could you give us an example: What would you pay for one of these 
ships ¢ 

Mr. Casry. I think it was $2,000,000, the statutory price. It was 
the same price for all the ships. 

Senator Fursriecur. You paid $2,000,000. Is that what each ship 
cost the Government ? 

Mr. Casry. No. I think the ships cost the Government originally 
when they were built, it must have cost chem $3,000,000. I forget what 
the statutory price was, but it was the same price on all of them. 

Senator Futsricur. I know that. I was very curious about that. 
It caused a considerable amount of controversy on the floor of the 
Senate. You will recall that, and you are the first man we have had 
before the committee who is an expert on this matter. 

As I recall that law, it permits the sale of a ship at something like 
10 percent of its cost; is that right? 

Mr. Casry. I do not know, but I must say I am sure we paid more 
than 114 million dollars for these ships. 

Senator Fursrieur. You mean for all five of them? 

Mr. Casey. No; for each one. 

Senator Fursrienr. You paid 114 million dollars for each ship. 
Was that after it had been reconditioned or as is? Dd you have to 
spend any money on it! d 

Mr. Casey. We had to spend money on it; yes. I think we spent 
about $500,000 in addition on all five, in addition to paying $1,700,000 
forsome. There were various 

Senator Futsricutr. Then according to your best knowledge you 
sco0e about 144 million dollars for a ship that you think cost the Gov- 

rmment $3,000,000: is that right ¢ WwW e were led to believe. or at least 

I got the impression in the discussion on the floor of the Senate last 
summer, that there was a great disparity between cost and selling price, 
and in some cases it amounted to a ship being sold for as little as either 
10 or 20 percent of its cost price. Is that not so? 

Mr. Casry. Well, that is not so with relation to T-2 tankers. That 

may have been with other ships, I do not know. 

Senator Funsrient. Did ‘you ever buy dry-cargo ships ? 

Mr. Casey. No. 

Senator Futsrieut. Did Mr. Rosenbaum ? 


Mir. Casry. I do not know. 





Senctor Futnrientr. Did the case which you represented with him 
a me a cargo ship or tanker? 

Mr. Casry. I do not recall that. 

Senator Fuurr i. ur. In these cases what did you sell the ship for? 


Mr. ¢ eon [ think the five of them were sold for $2,800,000, as I 
remember. 

Senator Dovenas. Apiece ? 

Mr. Casey. Oh, no. 
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Senator Capenart. You gave 114 million dollars each, if you re- 
sold them at 144 million dollars — 

Mr. Casey. Let me clarify that by saying that in the meantime 
the amount of money owed had been cut down by virtue of money 
received from the company that had chartered them, you see. 

Senator Caremarr. And in this case you knew nothing about it at 
all, you were simply the attorney, and somebody else was using some- 
body _ Ss money ¢ 

Mr. Casey. That was most. cert: ainly not the fact at all. In fact, I 
am ae to tell the Senator what h: appened, and he 
nothing about it. 

Senator Fu.sricut. I did not say that. 

Mr. Casey. I am talking about Senator 
happened 

Senator Carpuart. Well, you answer when you want to, and when 
you do not want to you do not answer—— 

Mr. Casey. I am trying to give you a complete story. If you want 
it on the proposition of why it seems that if you bought then— 


Senator Capenarr. You are trying to insult the intelligence of this 
committee. 
Senator 


says I know 


Capehart, because what 





ENNETT. Mr. Casey, you told us the pu rpoe se of this trans- 


] 


action W: sadn ul gains. You said another thing that interested me. 
You said you bought the ships at the statutory i but 30 seconds 
ago you said the price varied from lls, million dollars 
It costs you $500,000 to put them in shape, that 1 

Mr. Casey. That is right. 

Senator Bennerr. Roughly, 714 million dollars. T] ) 
ated them for a while and m: se some fees from operation and sold 
them all for $2,800,000 for the purpose of making a capital gain. 

Mr. Casey. That is right. 

Senator BENNETY. You are completely confusn gy Us. You took a 
loss of $5,000,000 

Senator Dovenas. Your yearly royalties must have been very high. 

Mr. Casey. The Senator has the idea, and I was trying to explain 
when I was accused of not knowing what I was talking about, because 
it does seem ridiculous until I explain, and if 1 may I would like to 
explain. 


to S1L.700,000, 


S. tive of them. 


en you oper- 


Senator Bennerr. We would like to hear it. 
Mr. Casry. The explanation is that while the ships cost I believe 
seven or eight million dollars for the five of them. and was sold at 


$2,800,000, that in the meantime this oil company had been operating 
them for a period of four or more years and had been paying monthly 
rents for the lease of them which were in turn paying off the del 

which our company owed the eipnennce company for having ae 
rowed it. So at the time when the debt was almost paid off what we 
got was $2,800,000, which represented almost a profit in 1 

Senator Bennerr. Who paid the current | 
you received from the lease ? 

Mr. Casry. The money received from lease would pay the interest 
on the loan, which of course, would not be taxable, and on the income 
that was—there was an income tax on that, o 
taxable. 

Senator Brennerr. Now, just a minute. You made 
how many years did you lease them ? 


he matter. 
come tax on the money 


n the income that was 


enough in— 
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Mr. Casey. It was a 5-year lease and they were purchased before 
the lease had expired. I think the lease had been running over 4 
years. 

Senator Bennerr. You made enough in 4 years then to pay the 
cost of the ships down from $8,000,000 to below $2,800,000, so you had 
a profit in 4 years. 

Mr. Casry. That is right. 

Senator Bennerr. And who paid the income tax on that six or 
seevn million dollars? I have never been able to operate a business 
where current income was not subject to current income tax. Yet 
you testify the purpose of this deal was to make capital-gains tax. 

Mr. Casry. The purpose of the deal was to make a profit under the 
free-enterprise system ; that is correct. 

Senator Futericur. Is it not true that you would have to sell the 
ships for $9,800,000 to make a profit / 

Senator Bennerr. I would like to esk one more question. 

Senator Futsricutr. The more you ask the more confused I get. 

Senator Bennerr. Was Mr. Rosenbaum or any member of his 
firm a stockholder in the company that operated these ships? 

Mr. Casey. Mr. Rosenbaum and Mr. Dudley were stockholders, 
minor stockholders, and that was because of the fact I think I paid 
him because it was a finder’s fee in first bringing the matter to me in 
the beginning. That was part of my stock and not the part that I 
gave them—— 

Senator Bennerr. You testified you only met Mr. Rosenbaum ap- 
proximately 2 years ago but you operated the company for 4 years 
before you sold them. Did Mr. Rosenbaum acquire stock without 
your having met him? 

Mr. Casry. No; that is not true. He could not have acquired it 
before I met him. I do not want to be tied down to dates here, but 
whatever the date was, 1 knew him at the time of this transaction. 

Senator Bennerr. Then the fact is vou had met Mr. Rosenbaum 
approximately 5 years ago and entered into a business transaction 
with him ¢ 

Mr. Casry. Yes. It does not seem that long, I must say. 

Senator Carenarr. In other words, vou testified you only know him 
2 years and now you are testifying that 5 years ago you paid him 
a finder’s fee as an attorney. 

Mr. Casey. Let me say—I do not say 5 years ago. 

Senator Carenarr. That is why I dislike somebody trying to 
make a fool out of me and out of this committee, and that is what 
you have been doing all morning. 

Mr. Casry. I have not; and the dates are something that can be 
confusing. I did not come here prepared to testify on this. I will 
be glad to give the committee all the information with dates and 
facts and amounts if they will permit me to supply the committee 
with them. 

Senator Carrnarr. The fact of the matter is we did not know 
whether you knew him 2 years or 5 years. It would be just as easy 
to say © years. 

Mr. Casey. It was not 5 years, and therefore I could not have 
said 5 years. 

Senator Bennerr. You entered into a 5-year lease on the ships; 
you held them for approximately 4. When did you sell the ships? 
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Mr. Casey. I think it was in 1950, in the spring. 

Senator Bennerr. So it is now 5 years. This is the spring of 
1951. The ship deal is now 5 years old. 

Mr. Casey. I think a term of 3 years had only elapsed, as a matter 
of fact, Senator. I can be confused about the date, but I think 3 
years had elapsed in this 5-year contract. 

Senator Bennerr. I would be very interested to know, if you can 
remember, the first business transaction you had with Mr. Rosen- 
baum, and the date. 

Mr. iene: I cannot give you the date with any degree of cer- 
tainty, but I will be happy to furnish vou with it by refreshing my 
recollection by going to my records. That would be more accurate. 

Senator Bennerr. Was this ship deal suggested to you by any 
member of Mr. Rosenbaum’s firm 4 

Mr. Casey. I think my first knowledge—the ship deal, you mean 
the fact that these ships were for sale ? 

Senator Bennerr. The program which eventually ended up in your 
forming corporations and buying ships. Did the original idea come 
from a member of Mr. Rosenbaum’s firm ? 

Mr. Casey. I think it did. I think Robert Dudley and I discussed 
it, yes. 

Senator Bennerr. I think I have made my point. 

Senator Bricker. I have one question, Mr. Chairman. 

Senator Futsricur. Yes. 

Senator Bricker. You say the ship company did pay the income 
tax on the normal income from royalties? 

Mr. Casey. I do not recall that, Senator. I think there was a 
Panamanian corporation involved there, and 1 would be very happy 
to present the whole and complete story in W riting to the committee. 

Senator Bricker. Along with the tax that was paid. 

Mr. Casey. Along with everything pertaining to it, then we can 
have it accurately, Senator. 

Senator Futsrigur. This might refresh your memory, Mr. Casey. 
On April 18, 1949, Mr. Rosenbaum sold stock in the United States 
Petroleum Carriers. Do you remember that ? 

Mr. Casry. I think so, yes. If you say that was the date, I will 
accept that. 

Senator Fursricgur. Out of that vou apparently got $5,833.03. 
Was that United States Petroleum Carriers stock in this corporation / 

Mr. Casry. I will accept whatever the notation was that Mr. Herz 
has up there. 

Senator Futsrianr. I do not know. It seems to me there are a 
few simple things about this that might enlighten us. I am a little 
confused. You, Mr. Rosenbaum and Mr. Dudley owned this cor- 
porat ion? 

Mr. Casey. Which corporation are you talking about ? 

Senator Fuutsricut. The one that owned the five ships. 

Mr. Casey. Oh, no. Mr. Dudley and Mr. Rosenbaum’s participa- 
tion was very minor. 

Senator Futsricur. | thought you said you an id those two owned 
the corporation. 

Mr. Casey. Well. I am sorry. I did not intend to convev that. 
I tried to say, and I say now, that Mr. Dudley and Mr. Rosenbaum’s 
participation was a minor participation. 

80585—51—pt. 3-18 
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Senator Futsrienr. Did you own all the rest of it? 

Mr. Casey. No; there were a great many others involved. 

Senator FuLsrieur. How many others? 

Mr. Casey. Finally I think the total would probably be 30, 40, or 50. 

Senator Futsrieut. How many ¢ 

Mr. Casry. 30, 40, or 50. 

Senator Fu.sricur. Cannot you be more accurate than that? 

Mr. Casey. I would be happy to present the committee with all of 
the names. 

Senator Fuutsrignt. Would you not consider this one of your 
major business transactions? 

Mr. Casry. Yes. 

Senator FuLsricHt. Do you not have any clear memory about it ¢ 

Mr. Casry. Yes. 

Senator FuLsrieut. Were you president? 

Mr. Casry. I was president. 

Senator Futsrieut. How much investment of cash did you make 
in this corporation? 

Mr. Cassy. I think it was $20,000 or more. 

Senator Futsricut. Now do not say “or more.” You know how 
much, 

Mr. Casey. I know one payment was $20,000. I recall that. 

Senator FuLtpricgut. Did you put in $20,000? 

Mr. Casey. Yes. 

Senator Futprigur. Did you put in any more than that? 

Mr. Casry. On cost and expenses I put some more in, but I do not 
remember how much. 

Senator Futsrieir. How much cash did you put in, $20,000? 

Mr. Casry. I would say $20,000, yes. 

Senator Fursricntr. Well, [ am asking you how much. Did you 
or not ¢ 

Mr. Casry. Senator, I am not trying to quibble, except that I 
think there were some other expense charges that may have run into 
S500 or something. 

Senator Futsricur. Well, I am not asking you about that. I said 
how much cash did you invest? Did you invest $20,000 in stock? 

Mr. Casey. $20,000. 

Senator Funtsrigur. How much did you receive when you sold 
it / 

Mr. Casey. Two-hundred-and-something thousand dollars. 

Senator Futsricnur. Be more specific. 

Mr. Casey. I would be happy to furnish you with the exact 
amount. 

Senator Futsrient. Well, these are the very simple facts. How 
much did vou receive. S270.000 2 

Mr. Casry. I would accept that; yes. 

Senator Fursricutr. No; I am not satisfied with your accepting 
that. I am asking you what did you say? 

Mr. Casey. Well, Senator 

Senator Futprientr. I am not trying to put words in your mouth. 
Lam here trying to get you to tell the committee. 

Mr. Casey. I think it was in the vicinity of $270,000. I do not 
know exactly. I will get the figures. I am not trying to duck it? 

Senator Futsrrautr. Who was the treasurer of the company ? 
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Mr. Casey. A man named Mackey, James Mackey. 

Senator Funprieut. Will you supply the committee with a list of 
the stockholders of this corporation ? 

Mr. Casry. Yes. 

Senator Futprieut. And the amount they invested. That shows on 
your books, does it not? 

Mr. Casry. Yes; that shows on the books. 

(The inform: ition referred to was not supplied. On March 28, 
1951, Mr. Casey formally declined to supply it. See p. 1695.) 

Senator Fu.srieur. Are you undertaking to supply the amounts 
which were received ? 

Mr. Casey. By all of these people? 

Senator Futsriecur. Yes. 

Mr. Casey. I am willing to speak for myself, but I do not know 
whether you want spread on the record the amounts they received. 

Senator Futsricut. Why? Can you think of any good reason why 
they should not be? Did they receive the same proportion on their 
investment that you did? 

Mr. Casey. Yes; the same proportion of the investment, that is 
right. 

Senator Futsricgut. Why do you think they should not be on the 
record? Maybe they should not, I do not know, but it seems to me 
they should. 

Mr. Casey. If I tell you why at a public hearing there would be no 
point in not ‘divulging. I would be very happy to talk to you and 
tell you why, but I do not think in this case their names should be 
spread, broadcast at a public hearing, that isall. Iam very happy to 
have been associated with them, but I think that—— 

Senator Futpricur. You already said you would furnish the list. 

Mr. Casey. That is right. 

Senator Futsricur. Well, I would like to be accurate. I would not 
want you to give us any misinformation on a matter about which you 
feel so strongly. 

Were any of those people Government officials? 

Mr. Casry. No. 

Senator Futnricut. They were not? 

Mr. Casry. No. 

Senator Futsrieur. Did any of them become Government officials 
after this matter was concluded ? 

Mr. Casry. One, I think. 

Senator Futsricur. One did? 

Mr. Casey. Yes. 

Senator Futsricur. That could not by any chance be Mr. Rowe, 
could it ¢ 

Mr. Casry. No, no, no. 

Senator Futsricur. Well, I just wanted to clear it up. The testi- 
money might leave that impression. 

Mr. Casry. Well—— 

Senator Futsricur. We would like to make it very plain. I can- 
not help these newspapers drawing inferences, you know. 

Mr. Casey. That is right. The Senator told me that he did not want 
them—but my position is that the people with whom I was associated 
with in this company are not Government oflicials. They are promi- 
nent. Some of them are dead, at least one of them is dead, and I 
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would be happy to furnish the committee with the names. There is 
no wrong-doing. It is perfectly proper and perfectly honorable, but 
ata hearing of this sort in which all sort of matters extraneous to what 
vou are now inquiring about, I am simply thinking of the memory of 
some very wonderful people, and I will-be happy to furnish the com- 
mittee with their names. 

Senator Futsricutr. Not knowing all the possibilities, I hate to in- 
sist on it, so I think if you will supply the information to the com- 
mittee then the committee can determine whether or not there are 
things that are extraneous and should not be here in this public record. 
I think that is proper. There are things we do not know that might 
be involved, and perhaps the matter should be gone into not by this 

committee but maybe by some other committee. 

Mr. Casey. I would be very glad to furnish the names. 

Senator Futsrier. I believe you said the only income you re- 
ceived from this corporation was in the form of capital gains. Did 
you receive any regular income as distinguished from capital gains ¢ 

Mr. Casey. No; 1 do not believe so. 

Senator Futsrieut. No income other than the capital gains ¢ 

Mr. Casey. That is right. 

Senator Bricker. Mr. Chairman, may I ask a question on that ‘ 

Senator Futnrienr. Just a moment. 

Then all the charter rentals that were paid in the interim were used 
to pay the debt; is that correct? The debt which you had from an 
insurance company ; is that correct ¢ 

Mr. Casey. That is right. 

Senator Futsrieur. How much did you borrow from the insurance 
company in the initial financing of this company ¢ 

Mr. Casry. Somewhere close to $10 million. 

Senator Fu.tsrigut. $10 million ¢ 

Mr. Casry. Yes, sir, 

Senator Futsrigiutr. How much was the equity capital furnished 
by the stockholders ¢ 

Mr. Casry. I think about $100,000. 

Senator Futsrieur. You mean with an equity of $100,000 you could 
borrow $10 million’ That is a pretty big spread; is it not 4 

Mr. Casey. Well, may I amplify that / 

Senator Furprienr. Yes, 

Mr. Casey. When you have, in addition to the equity money you 
put in, a charter with one of the biggest of the oil companies, that gives 
you the strength, the financial stability of the charter, of the 5-year 
hate which you have and is as if it were cash. When an insurance 
company wishes to make a loan they take into consideration the 
charter which we hi ad ang | which I considered the most valuable part 
of this transaction, the charter we had with one of the biggest oil com- 
panies that there was, for 5 years, and that the payments were the 
basis for the loan from the insurance company. 

Senator Futsricirr. Why did not the oil company buy those ships 
itself? 

Mr. Casry. I suppose that this oil company had a great many ships 
and did not want to get a great deal more tied up in capital and wanted 
to keep themselves liquid for the purpose of producing 

Senator Doveias. Was the company to which you finally sold the 
ships the same company which had chartered the ships? 





Th) 


pur 
pur 
\ 
mel 
Ss 
whe 
N 
S 
mel 
M 
Ss 
dire 
\ 
I te 
that 
Ss 
oil ¢ 
M 
do 1 
pub 
Si 
und 
not 


— 


and 
M 
oil-t 
Pan 
we o 
Se 
com) 
M 
Se 
knov 
taxe: 
M 
subs 
Se 
M 
Tanl 
Se 
amal 
M 


Same 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1437 


Mr. Casey. No; it was not. 

Senator Doveias. You sold them to a different a 

Mr. Casey. That is right, but subject to the charter 

Senator Furerieur. The payments were not then to apply on the 
purchase price?’ The payments for the charter did not apply to the 
purchase price ? 

Mr. Casey. The purchase price was a cash transaction with the Gov- 
ment. The Government received a check. 

Senator Futsrianur. No; I mean the purchase price to the people 
who bought these ships in the end. 

Mr. Casey. That is right. 

Senator Futsrient. Did these ships haul any oil for the Govern- 
ment ¢ 

Mr. Casry. No. 

Senator Capenarr. Why did not the oi] company buy the ships 
direct from the Government rather than coing through you! 

Mr. Casry. That is something which they determined, and when 
I tell you the name of the oil company I think you will agree with me 
that thei ‘ir business judgme nt was pretty good, 

Senator Bricker. W hy do you hestit: ate to tell us the name of the 
oil company / 

Mr. Casry. I do not hesitate. Standard Oil of New Jersey. I just 
do not like to bring all of these matters and spread them before the 
public. (See appendix, p. 1835.) 

Senator Bricker. Just one more question: You said you did not 
understand why they leased them instead of buying them. They do 
not show the payment that they made to you for the rental of these 
ships, do they ? 

Mr. Casey. That is right. 

Senator Bricker. You applied those to repayment of the loan from 
the insurance company ? 

Mr. Casry. That is right. 

Senator Bricker. Did you pay taxes on that royalty payment ? 

Mr. Casry. I know that there was a Panamanian company that—— 

Senator Bricker. How does a Panamanian company enter into this 
and how did you get out of paying normal income taxes ? 

Mr. Casry. The Panamanian companies enter into most of those 
oil-transportation propositions and most of the oil companies have 
Panamanian subsidiaries. I think it started in the last war, before 
we got into it they used the Panamanian registration to help the allies. 

Senator Capenartr. This company of yours was not a United States 
company, it was a Panamanian company / 

Mr. Casry. No, this isa United States company. 

Senator Bricker. That is what I am trying to get at, I want to 
know what taxes you paid on normal income, and who paid those 
taxes? How does the Panamanian comp: ny enter into it? 

Mr. Casry. Well, there was a Panamanian company that was the 
subsidiary. 

Senator Bricker. Of whom ? 

Mr. Casey. Of an associate company of the American Overseas 
Tankers. 

Senator Bricker. To whom did you lease these ships, the Pan- 
amanian company or the Standard Oil of New Jersey ? 

Mr. Casey. The Panamanian company, which was owned by the 
same stockholders, leased them to the Standard Oil of New Jersey. 
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Senator Bricker. And then the income to the Panamanian company 
was tax-free. 

Mr. Casry. That was tax-free; yes. 

Senator Bricker. And who made the loans for the insurance com- 
pany? Who got the loan from the insurance company ? 

Mr. Casry. Who made the loan? 

Senator Bricker. Yes. 

Mr. Casey. You mean what insurance company? 

Senator Bricker. No. To whom did the insurance company loan 
the money, to the Panamanian company or to your company? 

Mr. Casey. I think it was a divisional loan. 

Senator Bricker. A divisional loan ¢ 

Mr. Casey. Yes. 

Senator Bricker. A joint loan to both companies? 

Mr. Casry. That is my recollection. 

Senator Bricker. Owned by the same stockholders ¢ 

Mr. Casey. That is right. 

Senator Bricker. And to whom did the Standard Oil of New Jersey 
make its royalty payments ? 

Mr. Casry. I think to the Panamanian company. 

Senator Bricker. Then how did the money get into your company’s 
hands? 

Mr. Casry. I do not know that the money got into our company’s 
hands e xcept—yes , there was a portion of it that got there. 

Senator Bricker. You made part of the loan. How was that money 
paid off ? 

Mr. Casey. You mean on income tax? 

Senator Bricker. Yes. 

Mr. Casey. I think the American company received that part of 
the income which was used, with company expenses and payment of 
interest. 

Senator Bricker. So there was no tax on payment of interest. 

Mr. Casry. That is right. 

Senator Bricker. So the only taxable income in this whole trans- 
action was to the Panamanian company 4 

Mr. Casry. That was not taxable. 

Senator Bricker. That was not taxable? 

Mr. Casry. That is right. 

Senator Bricker. How did you get it into the stockholders’ hands? 
What k ind of a tax did you pay on it when it was dissolved ? 

Mr. Casry. It did not get into the stockholders’ hands, Senator. 

Senator Careneartr. Whose hands did it get into? 

Mr. Casey. Who? 

Senator Caprneart. Whose hands did it get into? Where is the 
money / 

Mr. Casey. The money purchased—the both companies assumed 
the same obligations that we had for the balance of the charter. 

Senator Futsrigut. When you sold it, you said $2,800,000— 

Mr. Casry. That is my recollection. 

Senator Fursricur. Was not that all profit ? 

Mr. Casry. Yes, I think so. 

Senator Fursricut. That was all profit. 

Mr. Casry. And the company assumed all the obligations of the 
purchase; that is right. 
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Senator Futsricut. No. I mean when you sold the company— 
you sold American Overseas; did you not? 

Mr. Casey. That is right. 

Senator Futsricur. In the meantime you paid off the insurance 
company. 

Mr. Casry. Oh, no; there is still a balance owing. 

Senator Futsricut. How much was that ? 

Mr. Casey. The balance owing? 

Senator Futpricut. Yes. 

Mr. Casey. I do not remember. I would be very happy to fur- 
nish the committee with the exact figures. It is a large and intricate 
transaction. 

Senator Futsrient. Well, you furnish the committee—this matter 
is rather interesting. We had a discussion here the other day of a 
company known as the Atlantic Basin Iron Works Co. Are you 
familiar with that? 

Mr. Casey. Not at all. 

Senator Fuipricur. It sounds as if your case has some of the 
aspects of that case. It is a very interesting case. Since March 15 
is just around the corner we are all interested in this subject. 

Mr. Casey. I can see that. But I will tell the Senator I had no 
interest in it. 

Senator Bricker. May I clear up just one point, Mr. Chairman ? 

Senator Futsricur. Yes. 

Senator Bricker. Let me retrace this for just a moment now: You 
and your associates formed two companies, the American Overseas 
company and the Panamanian company. What was the corporate 
name of the Panamanian company ‘ 

Mr. Casey. Greenwich Marine Co. 

Senator Fu.sriegntr. Could the company which bought the ships 
from the American Overseas have bought the ships directly from the 
Government? Is there any reason why it could not have bought 
them ? 

Mr. Casey. I do not know a single reason why it did not, except 
that we had them. 

Senator Futsricut. Could it have bought them? 

Mr. Casry. Yes. 

Senator Futnrigutr. At the same time you did? 

Mr. Casry. Yes, indeed. 

Senator Futpricur, These companies that Mr. Rosenbaum had 
formed, were they similar companies to your company ¢ 

Mr. Casry. No. 

Senator Futsricur. They were not ? 

Mr. Casry. I do not know what you mean by “similar.” There 
Was no connection. 

Senator Futsrieut. Did they operate the same way, did they own 
five ships? 

Mr. Casey. I do not think so. 

Senator Futpricut. What about them, do you know anything about 
them ? 

Mr. Casry. Yes. I forget how many there were. I think there 
were three ships involved in that one. 

Senator Fu.srieur. Three ships in each company? 
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Mr. Casry. No. I do not know which company you are talking 
about. What do you mean “each company”? 

Senator Futsricutr. Mr. Rosenbaum testified the other day that 
he had participated, I believe, in the formation, as I recall it, of four 
companies to purchase ships. I wonder if you knew about them, if 
they were similar to your company. 

Mr. Casry. I think there must have been similarity because it is 
the same proposition. The Government had these two tankers and 
they were—— 

Senator Fu.tsrigut. Do you ever visit with your brother-in-law 
Robert Dudley? Do you not ever talk about things of mutual in- 
terest ¢ 

Mr. Casey. Certainly, Senator, certainly. 

Senator Fursricur. I would assume he would know about them. 
If you do not know anything about it it is perfectly all right for him 
to tell us. 

Senator Caprnart. Did you participate, as a stockholder, in the 
companies that Mr. Rosenbaum organized, other than the one that 
we have been talking about ? 

Mr. Casry. I think I participated in one that Mr. Rosenbaum or- 
ganized. 

Senator Carrmarr. Who did you say the treasurer was at Ameri- 
can Overseas; Mr. Mackey ? 

Mr. Casry. Mr. Mackey. 

Senator Carpenartr. What does he do, where is he located ? 

Mr. Casey. In New York City. 

Senator Bricker. What is his first name? 

Mr. Casry. James. 

Senator Carenart. What is his business? Is he a lawyer? 

Mr. Casry. I think he is a lawyer. 1 know that he is a lawyer. 

Senator Bricker. Mr. Chairman, may I pursue this just a little 
bit further on the line I started a moment ago: 

You organized the two companies, the American Overseas Corp., 
and the Greenwich Marine Co., which was a Panamanian company. 
You then borrowed $10,000,000 from an insurance company. 

Mr. Casry. I think that was the amount, yes. 

Senator Bricker. How was the stock distributed which you pur- 
chased as a stockholder, between the American Overseas and the 
Greenwich Marine Co. ¢ 

Mr. Casry. I do not recall. 

Senator Bricker. How was the loan distributed? Was it made by 
both companies jointly ? 

Mr. Casry. I do not recall that. 

Senator Bricker. How were ships purchased, by the American 
Overseas or by the Greenwich Marine Co. ? 

Mr. Casry. American Overseas, and title in American Overseas, 
and registration in Panamerican. 

Senator Bricker. Registration in Greenwich Marine Co. ? 

Mr. Casey. That is right. 

Senator Bricker. And the royalties were paid to whom? 

Mr. Casey. I think they were paid direct—no, I will not say that. 
My first impression was it was made to the insurance company. I 
can give you a list of all the payments that were made upon the 
rovalties. We know exactly to whom they went and in what amounts. 
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Senator Bricker. Then what company paid off the insurance com- 
pany loan of $10,000,000 ? 

Mr. Casey. I do not know—that loan is not all paid off, you see, 
that is still running. 

Senator Bricker. It is not paid off yet ? 

Mr. Casry. No. 

Senator Bricker. Who assumed the loan ? 

Mr. Casey. And the guary mnty by the oi] compalhy of the charter. 

Senator Bricker. The purchaser of the ships? 

Mr. Casry. That is right. 

Senator Bricker. What company purchased the ships? 

Mr. Casry. An American company. 

Senator Bricker. What one? 

Mr. Casry. Now, Senator, you will not believe me if I tell you that 


I cannot recall exactly the name of the company that purchase d the 
ships, but that is true. 
Senator Capenart. Mr. Casey, is it not a fact that Mr. Rosenba 


knows all the details about this company ¢ 

Mr. Casey. About what I am talking about. 

Senator Carenart. Did he not run the company 

Mr. Casey. Oh, no. 

Senator CAPEHART. Who did run the company that vi uld know 
the details? Evidently you did not run it. 

Mr. Casry. As I say, 1 would be very 

Senator Carenarr. It is perfectly all right if he did not. Who did 
run the company that would know all the details that could answer 
all the questions that you are unable to answer? What was the name 
of the man that ran the company? Was it the secretary: Mr. Mackey: 
or who was it? 

Mr. Casry. No, it was not Mr. Ma key. 


Senator Caprnarr. Who was it 2 


Mr. Casey. I will be happy to furnish the committee with 
names of all the people involved here. the entire list of stockholders, 
employees, and everything else pertaining to it. 

Senator Capenartr. I cannot see why there should be any secret as 


to who the general manager was of this Americar pol ition. Did 
you not have to file with SEC ? 

Mr. CASEY. No. ] think we got a Treas un"y rul r however. on the 
tax proposition. 

Senator CareuaArtr. I did not know it was ever a secret of who 


might be the general manager of an American corporation, particu- 
larly when it borrowed $10,000,000 from a reputable insurance con 
pany. 

Mr. Casey. I am going to furnish you with a list of the officers, 
ss eclime the general manager. 

Senator Frear. Mr. Casey, I just want to clear something up in my 


own mind. I may want to go into business some day veal and I 
am interested in borrowing money from insurance companies. 

Am I correct in assuming now that an insurance ¢ omapany did 
to either or both of these corporations in the neighborhood of 
$10,000,000 ¢ 

Mr. Casey. That is right. 

Senator Frear. There was approximately $100,000 equity in cash 
put up by either or both of these companies together / 


Mr. Casey. That is right. 


loan 
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Senator Frear. Then there must have been some other equity—I 
cannot see how an insurance company would loan $10,000,000 on a 
$100,000 of equity. You stated—or I gathered you stated that there 
was some equity in the charter or the unexpired lease of the ships. Is 
that a tangible asset ? 

Mr. Casey. Senator Frear, I think it was not only the ships. I do 
not think you could have borrowed that money on the ships. In fact 
I know that you could not, but Standard Oil of New Jersey, with 
its tremendous resources, will have a 5-year charter that will enable 
the insurance company to take the income from that charter to pay 
it back. That is their security and that is the trick, if you want to 
borrow money from an insurance company, to get another big com- 
pany that is very financially able, and it is quite a job to do it. 

Senator Frear. Then that charter must have been worth something, 
was it not? 

Mr. Casey. Yes. 

Senator Frear. Who paid for the charter and how much? 

Mr. Casey. Standard Oil Co. paid for the charter. They chartered 
the ships and they pay for it. 

Senator Frear. How did you get the charters then for $100,000? 
You can see I am confused in this thing. 

Senator Funsrigutr. Who negotiated the charter? Is that what 
you mean ? 

Senator Frear. Yes. 

Senator Futsricut. Who negotiated the charter with Standard Oil? 

Mr. Casry. Iam very proud of that. I helped negotiate the charter 
with Standard Oil. It is quite a job and quite an achievement. 

Senator Frear. Well, I do not understand how an insurance com- 
pany could lend $10,000,000 on $100,000, of tangible assets? There 
must have been some other assets. 

Mr. Casry. They were the tankers. In addition to the tankers- 

Senator Frear. Who bought those assets? Who wanted those 
assets 1f they are intangible assets? 

Mr. Casey. The charter was the main basis for the loan, Senator. 
That was the main basis for the loan. Here you have Standard Oil 
of New Jersey on a 5-year charter loan bound to make these payments 
each month, and once you have that you have the key to the situation, 
because that is the type of collateral which an insurance company will 
té ake. 

Senator Frrar. Do you recall what those monthly payments were 
on the charter ? 

Mr. Casry. I do not. I will be happy—I say I will put them in 
the record. I will furnish them to the Senators where they will have 
them accurately. I did not intend to testify upon this, but I will be 
very happy to spread it on so it will be accurate, so the dates and 
amounts and what not will not be inaccurate. 

Senator Frear. I am not trying to press into any personal affairs 
or into your company’s private affairs, but I am just unable to see how 
an insurance company can loan $10,000,000 for only $100,000 worth 
of tangible assets. You told me the charters were worth something. 
Were the charters in the name of either or both of these companies 
that you were talking about, the American Overseas Corp. and the 
Greenwich Marine? 
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Mr. Casey. Yes. The Standard Oil Co. of New Jersey had 5-year 
charters from the title-owning company, which was American 
Overseas. 

Senator Frear. Was this charter in existence when you pur- 
chased 

Mr. Casty. I want to correct that. It was from the Greenwich 
Co., which was the Panamanian subsidiary; that is right. 

Senator Frear. Were these charters in existence when you made 
the purchase of the five ships? 

Mr. Casry. Oh, no. 

Senator Frear. As I understood, you took some credit for making 
those charters, and I think that is very commendable. 

Mr. Casry. That is right. 

Senator Frear. ‘Then there was no money put up for the charters, 
no real dollars and cents. This charter was just made as an attorney 
would make a charter, but there was value assessed to it after it was 
mace. 

Mr. Casry. The insurance company gave it a great deal of credence 
by virtue of assuring them that they were aah ig to be repaid for the 
loan. 

Senator Frear. In other words, you are buying the ships and you 
made a contract with the Standard Oil or any other company, and 
that contract then became worth some money, of some substantial 
value, but it cost you nothing except the incorporation and the writing 
of the papers, and so forth. 

Mr. Casry. It cost us nothing except the ability to negotiate with 
Standard Oil Co. a charter of 5 years. 

Senator Frear. Well, that is what I am trying to get at. Thank 
you. 

Senator Doucias. Mr. Casey, here is the problem which worries me. 
Tt is an intellectual problem, but it is a timing preblem also. You 
could not charter the ships with the Standard Oil of New Jersey until 
you had bought them. You could not get the loans from the insur- 
ance company until you had the charter, but you only had $100,000 
in your kitty, so how ‘could you buy the shi ips with $100,000? That is 
the problem, frankly, which puzzles me. 

Mr. Casry. Well, Senator, all of these things had to be synchronized. 

Senator Frear. That is the $10,000,000 question. 

Mr. Casey. It required a great deal of doing, and it is a perfectly 
honorable and perfectly good business enterprise, and Lam very happy 
about it and very proud of it. 

Senator Dovetas. In other words, the synchronization had to be 
almost immediate and complete, that is, the timing / 

Mr. Casey. It had to be very close, because you had to pay for the 
ships with the money you got from the insurance company, and you 
had to have your charters binding before you could get a loan, be- 
cause that was your collateral for the loan. 

Senator Frear. I do not see anything particularly wrong with that. 

Mr. Casty. No, there is nothing wrong with that. I think it is 
pretty good, as a matter of fact. 

Senator Funtprient. Mr. Casey, there is one other element to make 
it complete. You mentioned a moment ago that you did not go before 
the SEC; is that right ? 

Mr. Casey. I think that is true, yes. 
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Senator Futsricutr. Well, you know whether it is. Was the sale of 
stock approved by the SEC? 

Mr. Casey. I do not think it went before them at all, Senator. 

Senator Fuisrienr. You then did say that you got a Treasury 
ruling. 

What was that Treasury ruling? 

Mr. Casry. With respect to the income. 

Senator Futrnricnt. Does that have to be synchronized with this 
charter also? 

Mr. Casey. I think when you get a company, like this big insurance 
company, it has got to know pretty well, before it loans money, about 
the tax situation, and there was a ruling from the Treasury which 
I take no credit for. I did not negotiate that at all. 

Senator Fursricut. Who did negotiate that ruling from the 
Treasury ? 

Mr. Casry. I will try and remember his name. TI will furnish you 
his name again. 

Senator Fursricur. That is a very important part of it: is it 
not ¢ 

Mr. Casey. It is a very important part, and I know his name, but 
it escapes me, but I will be very happy to furnish you his name. 

Senator Futsrieur. Was it Mr. Jose ph Rose nbs aum ?¢ 

Mr. Casry. No; it was not, most emphatically it was not. 

Senator, I would remember that if it was. 

Senator Futpricut. Was this just some fellow you met on the street ? 

Mr. Casry. No, no, no, Senator. 

Senator Futsricutr. Well, you know who it was. You surely know 
who it was. 

Mr. Casry. Senator, I know who it was, and the name escapes me, 
and I am trying to think of the name that it was, but it was not Joseph 
Rosenbaum or anybody involved—— 

Senator Fciericntr. Was it a member of the Rosenbaum firm ? 

Mr. Casry. No; not at all. He was a man—I will try and recon- 
struct it—from New York. 

Senator Futsricut. From New York? 

Mr. Casry. Yes. 

Senator Bricker. Interested in this company ? 

Mr. Casry. Interested in this company, yes. 

Senator Bricker. Do you have a copy of that ruling? 

Mr. Casry. I do not know whether we have a copy of the ruling or 
not. Ido not know whether it is an express ruling. I think at that 
time they would not give out any written ruling, but that they did 
give some sort of an oral opinion on it. 

Senator Bricker. You will get us the name of that man so we can 
question him? 

Mr. Casey. I will get that. I am not trying to avoid the name 

Senator Futsricur. Well, wait a minute, let us not go too fast. You 
mean to say that insurance company would rely on an oral opinion 
of someone in advancing $10,000,000? 

Mr. Casry. Well, I am not acting for insurance companies. I 
know that they advanced the money and they were satisfied with re- 
spect to whatever it was, oral or written, and my memory is that it 
was oral, 





© 


ma 


STUDY OF RECONSTRUCTION FINANCE CORPORATION 1445 


Senator Futsrieur. You mean you do not know whether it was oral 
or written ? 

Mr. Casry. My best memory is that it was oral. 

Senator FutsrieHt. That it was oral? 

Mr. Casey. Yes. 

Senator Bricker. And who gave that opinion ? 

Mr. Casey. I do not remember that. 

Senator Fursricur. This is a very important element in this busi- 
ness, and it seems to me it becomes more important as you think about 
it, because that was really the crux of the matter, was it not? 

Mr. Casey. I think it was a very important element in this trans- 
action. 

Senator Furericur. You were the largest stockholder and presi- 
dent and yet you cannot remember who represented you in getting it, 
or who gave it in the Treasury # 

Mr. Casey. I may in a few minutes, Senator, and I am trying now, 
but I assure you it was not Joseph Rosenbaum whose name you sug- 
vested. It was not anybody from his firm. It was somebody from 
New York. I know his name, and it has escaped me, that is all. 

Senator Carenarr. It had to be somebody out of the Treasury to 
have any value. 

Mr. Casry. No; he was nobody from the Treasury. He was not 
connected in any way with Government. 

Senator Carenarr. I mean who gave the opinion? Who was it 
in the Treasury Department that gave you approval ¢ 

Mr. Casey. I do not know. It was not anybody in a 1 policy 
level, I do not believe. I think it was somebody who just D: assed upo 
those tax matters. 

Senator Bricker. While you are trying to think of the name of the 


man who made the arrangements with the Treasury, I am interested 
in the tax feature of this and how you were able in 3 or 4 years” time 
to pay off this loan from the income under the charter: how mu 


money you received and how much taxes you paid, if any, and if you 
did not pay taxes how you were able to get out of paying tax 


through the Panamanian company. I cannot conceive of any money 
getting into the hands of the American Overseas Cerp. witho 
being subject to normal income tax. You might, through a P 


manian company get out of paying a normal income tax, bu 
did it is only a shadow that permits you to do it. Could it 
the Standard Oil paid rentals directly to the insurance 
under its lease arrangement ¢ 

Mr. Casry. That is my best memory. 

Senator Bricker. Then they did pay rentals directly to the ins 
ane e company. 

Mr. Casry. I think so. 

Senator Bricker. But you got the benefit of it ? 

Mr. Casry. Yes: I think that is right. 

Senator Bricker. And paid no taxes on it ? 


Mr. Casey. I think that is right. I do not know that we paid 
taxes. We paid some. 

Senator Bricker. But you did not pay a normal income tax on it? 

Mr. Casey. If it were all an American company without the Par 


manian subsidiary ; no. 
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Senator Bricker. Then you got the benefit of the capital-gains tax 
when you finally sold the ships ? 

Mr. Casey. That is right. 

Senator Fursricnr. This Treasury ruling, was it as far as you 
know an unusual ruling? 

Mr. Casry. No. I think it was an ordinary ruling and a ruling 
that they had been giving right along on transactions of this type. 

Senator Futsriecnt. Who represented your company before the 
Maritime Commission in obtaining the purchase of these five ships? 

Mr. Casey. I did. 

Senator Futsrieutr. You did, personally ? 

Mr. Casey. Yes. 

Senator Furerient. Is there a record of that transaction ? 

Mr. Casry. Oh, certainly. 

Senator Futsricut. What is the nature of it? How do you go 
about that with the Maritime Commission ? 

Mr. Casry. The Maritime Commission had title to these ships 
which were in disuse and no good to anybody at this particular time, 
and they decided that they would sell them all. There were hun- 
dreds and hundreds of them, as I remember. They were laid up in 
the mud down there in the St. James River and a great many com- 
panies were purchasing them for foreign ownership and foreign 
registration, and when I came along I offered to take them under 
American ownership. I think the very first of all the countless 
numbers who were down there buying ships to take these ships under 
American ownership with Panamanian registration. 

Senator Carrnart. Mr. Casey, you knew the law, of course, pro- 
hibits selling them to a foreign nation. 

Mr. Casry. There were hundreds of them sold to foreign nations, 
prior to this time it was perfectly legal. 

Senator Caprnart. Not directly. 

Mr. Casey. Yes, oh yes; Greeks, Danes, the French, the English, 
the Italians, all of them purchased these ships. 

Senator Bricker. These ships, of course, could not have been char- 
tered under a foreign flag by the Maritime Commission itself. 

Mr. Casry. These that were sold to these people were. Ours were 
and ours were with 

Senator Bricker. That could not have been done directly. 

Mr. Cassy. Oh, yes; it was. 

Senator Bricker. By the Maritime Commission ? 

Mr. Casry. Oh, I am quite sure it was; yes. 

Senator Futsrient. Mr. Casey, you understand now that you will 
submit in writing to this committee a complete statement covering 
the points that were raised ? 

Mr. Casry. That is right. 

Senator Fuisrieutr. That should not take you long. Can you do 
that within the next 2 days? 

Mr. Casey. I will try to do it within the next 2 days. 

Senator Bricker. I would like to have that statement cover all the 
taxes that were paid, either capital gains taxes or normal income 
taxes. 

Senator Futericut. Well, it is my understanding it is a complete 
statement of this company. I am perfectly willing for any ques- 
tions, but we really ought to get on to another matter. 
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Senator Carenart. Mr. Casey, I want to say again I think you 
are being very unfair to this committee when you refuse to give the 
name of the general manager of this company. 

Mr. Casey. I tell you I wish I could remember it on? now. There 
is nothing wrong about it. It is perfectly aJl right. I did not know 
I was going to be questioned about this, and my memory about names 
has never been very good. Probab ly that is why I should not have 
been in politics, because I have a forgettery. 

Senator CargeHarr. In ake words, you were the president of the 
company and there were $10 million involved and you cannot remem- 
ber the name of the general manager. 

Mr. Casey. I cannot remember for the life of me. I may before I 
leave this stand, and I will tell you. 

Senator Bricker. Do you have any idea where he is at the moment / 

Mr. Casry. I think he is in New York. 

Senator Bricker. He was the general manager, the man that ran 
the details of the company ¢ 

Mr. Casry. No, he was the man, as I remember it, who got the 
Treasury ruling. 

Senator Bricker. Who was the general manager of this company ? 
Who ran the company ? 

Mr. Casry. Well, there was no company to run. Once you put all 
of these parts together you did not have to run shifts. 

Senator Bricker. Who was the vice president of it? You were the 
president. 

Mr. Casey. I am sure he did not have any more to do with it than 
IT did. 

Senator Bricker. Who was the vice president ? 

Mr. Casey. The great job here was in getting charters from these 
companies. It was not a matter of running the company. 

Senator Carruart. Who was the vice president of this company ? 

Mr. Casey. I thought I was going to furnish all of the names. 

Senator Capenart. Mr. Chairman, I think he is being very unfair 
to the committee by refusing to answer the question as to who was 
the vice president of the corporation of which he was president. Now 
is he ashamed of him? 

Mr. Casey. Not at all. 

Senator Capenart. Is he some high Government official ? 

Mr. Casry. No. 

Senator Capenartr. Who is it then? 

Senator Fu.tsricur. You will supply the names to this committee. 
‘That is understood. 

Mr. Casey. I will. 

Senator CarrHarr. Will you say that it was not Mr. Rosenbaum? 

Mr. Casry. No, it was not. 

Senator Capenmarr. Was it anybody in Rosenbaum’s law firm ? 

Mr. Casey. No; it was not. 

Senator Frear. Did Mr. Rosenbaum’s law firm or did Mr. Rosen- 
baum personally have anything to do with filing the tax returns on 
each or both of these companies ? 

Mr. Casry. No; they did not whatsoever. 

Senator Bricker. Who did file them ? 

Mr. Casey. File the what? 

Senator Bricker. Who did file the tax returns ? 
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Mr. Casey. I do not know that there were tax returns filed. 

Senator Bricker. How much of the $10 million had been paid off 
when you sold the ships ? 

Mr. Casey. I think somewhere around 6 or 7 million. 

Senator Bricker. You do not know how much more has been paid at 
the present time ? 

Mr. Casey. No; I do not. 

Senator Bennerr. You testified earlier that it was one other similar 
company or combination of companies in-;which you were a stockholder. 
Can you give us the names of those companies ¢ 

Mr. Casey. I think the United States Petroleum was one other com- 
pany that was similar. 

Senator Bennetr. Do you remember the name of the Panamanian 
twin which was involved in a similar arrangement 4 

Mr. Casry. No; 1 do not. 

Senator Bennetr. Could you supply that with its name? 

Mr. Casey. I will do that if you want me to do that. 

Senator Bennerr. And we understand from your testimony that 
you had no participation in the other companies in which Mr. Rosen- 
baum participated for the same purpose and with the same kind of 
operation ? 

Mr. Casry. That is right. 

Senator Fursprienr. Did the United States Petroleum Co. start be- 
fore the American Overseas? Was it formed before / 

Mr. Casry. Formed after, I think. 

Senator Fursrientr. Formed after? 

Mr. Casey. I think so. 

Senator Futsricur. I have forgotten now. About when did you 
form the American Overseas Co.? Can you remember / 

Mr. Casey. Well, I think it was about 314 years ago, my best 
recollection. 

Senator Fursrienr. In this statement could you give us those dates ? 

Mr. Casry. Yes; that appears. 

Senator Fursricur. And the names of those people, you will give 
those to us? 

Mr. Casry. That is right. 

Senator Futsricur. Are there any other questions on this aspect 
of it? 

Mr. Casey, when did Mr. Rowe first become a candidate for the 
position of Director of RFC? 

Mr. Casry. I do not know. I have heard him mention it—I am 
afraid to say—but I think as far back as 1946, somewhere around 
there. 

Senator Fu_srieut. He was being considered for the position at 
that time? 

Mr. Casey. I heard he was. 

Senator Fu.tsrieur. Who was considering it? 

Mr. Casey. The President, I assume. 

Senator Futrrienr. Did you ever discuss it with the President ? 

Mr. Casey. Did I ever discuss it with the President ? 

Senator Futsrienur. Yes. 

Mr. Casey. Mr. Chairman, I am as infrequent a visitor to the White 
House as you, even more infrequent. I have not been there at all. 
You have been there once, as I recall it. 
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Senator FutsriGnt. I might say I went at my request. 

When did you first meet Mr. Willett 

Mr. Casey. I think I met him when [ was in Congress. 

Senator Fursricutr. In Congress / 

Mr. Casry. When I was in Congress—and my last service in Con- 


gress Was in 1942, so it was some time prior to 1942. 


Senator Fttericnt. 1942 was your last year in Congress ¢ 

Mr. Casey. Yes. 

Senator Funericut. Do you remember under what circumstances 
you met Mr. Willett / 
' Mr. Casey. No, I do not. 

Senator Futsricnr. What did you talk to Mr. Willett about when 
you visited him in connection with the Central Iron & Steel loan ¢ 

Mr. Casey. I talked to him about Central Iron & Steel. 

Senator Futrricur. In considerable detail 4 

Mr. Casey. I would like to make my statement on that, because I 
think it will answer the Senator’s question. 

paver Fuupricutr. Very well. 

Mr. Casey. On page 9 of this committee’s report there is the state- 
ment in ae middle of the page that says: 


Willett brought about a substitution of examiners on this ¢ 
“automatic decline.” 


use in time to avoid 


Then some place else it says—and I do not find it right here—that 
the other examiners had turned the loan down and Mr. Steele was the 
only examiner who approved it. 

I would like to address myself to that statement. 

Senator Futsrient. Very well. Is it incorrect, you think? 

Mr. Casey. I think what it says is true, but I want to supply the 
other missing links which gives you a clear picture of it. ) 

When we went to see Mr. Willett with respect to this loan—I forget 
ngain the name of the examiner we had, I or it was either Mr. 
Ronan or Mr. Brodie—on the second time we went » Mr. Rue lolph 
iberstadt, who I think was president, and that is ss 
dent of the company 

Senator Futsricur. When was this, can vou remember ? 

Mr. Casry. Some time about May 12 to M: ay 20 of 1949. 

Senator Funsricnt. May 12. Was that the first 
see him about it / 

Mr. Casey. To see who; Mr. Willett ? 

Senator FuLpricutr. Yes. 

Mr. Casry. No, May 2, 1949. 

Senator Fu.tspricutr. Was that the first tin 

Mr. Casry. What is that ? 

Senator Futericnut. Was that the first time you went to see Mr. Wil- 
lett, M: ay 2, 1949? 

Mr. Casry. That isright. At that time there was a member of the 
review setneithes present who went into the loan. I think they said 
they would be willing to advance $3 million, or some such—I think 
that was the amount—S3 million, that that was insufficient. 

The second time I saw Mr. Willett was sometime between M: ay 12 
and May YO with Mr. Kberstadt and Mr. Dudley. At that ime Mr. 
Kberstadt complained that neither the Philadelphia nor W ashi neton 
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examiners assigned to the loan knew anything about the steel business 
and he said the agency’s attitude was indicated and that the Phila- 
delphia agency appraiser had spent about 25 minutes at a plant in 
Harr isburg which consists of a great many buildings on a large strip 
of land a mile in length. Mr. Eberstadt complained that he knew 
nothing about steel and the other examiner knew nothing about steel 
and that sort of a cursory examination of the plant was not adequate 
and made the request, “Can’t you give us an examiner who knows 
something about steel, who is an expert on steel?” Whereupon Mr. 
Willett said, “Well, we have an expert on steel whose name is Steele, 
Hubert Steele, and I would have given you Mr. Steele because he is an 
expert on steel in the first instance, but he was busy on the Kaiser 
steel loan, but he is winding it up and I will assign him to this.’ 

So that was not a freak action, that was an ac tion, as I see it, where 
in the Government you got an expert on the subject matter upon which 
he was going to pass. 

Now, Mr. Steele, as I recall it, went out to see the plant at Harris- 
burg. 

Senator Futsrieur. Did you know Mr. Steele prior to this / 

Mr. Casry. I had never seen him. I have not as yet seen him in my 
story. I have not seen him as yet. I am coming to the time I first 
met him. No, I did not. 

Senator Funsricut. As of May 12, 1949, vou had never seen him ? 

Mr. Caspy. No, I did not. 

Senator Futsriegnt. When did you first see him ¢ 

Mr. Casey. The first meeting was when he returned after having 
been assigned to this case to the RFC offices, and my recollection is 
that he called me up and said he was ready to discuss this petition for 
a loan and I got Mr. Eberstadt and I think Mr. Dudley came along 
with Mr. Eberstadt. Mr. Steele stated, and here are the things I 
would like to set before the committee, showing that this was not the 
loan as it was worked out that the other examiners had approved. 

Mr. Steele proved to be a very tough examiner, a very tough man 
with respect to the borrower. In the first place, he was not the type 
who was passing off loans because collateral did not meet the iat 
cation and avoiding work by having it automatically rejected, 

He went to work to try to work out this loan, and upon these harsh 
terms: He said to Barium Steel, he said, “I think you have gotten 
from Central Iron & Steel about $600,000, and I want you to put 
back $600,000 in cash.” That was the No. 1 difficulty. 

The second condition he made was, “I think that you can get along 
with less money, from my knowledge of the steel ‘business, and my 
knowledge of your business, and I am going to reduce your application 
from $5,300,000 to $4,700,000.” There was $1,200,000 there. But that 
was not enough for Mr. Hubert Steele. 

Senator Bricker. The difference between what figures? 

Mr. Casry. There was $600,000 which he made Barium put in in 
cash. ‘There was a reduction of $600,000 on the application of the 
loan from $5.3000,000 to $4, 7000,000, Senator. 

There was $600,000 and $600,000, $1,200,000 difference so far in 
the terms of Steele trying to work out this loan. 

Senator Bricker. $600,000 reduction in the loan and $600,000 in 
the repayment from Barium to—— 

Mr. Casey. That is right. 
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Mr. Steele was not satisfied with that, although this was over a 
long discussion. He said: “Your Barium company has got a sub- 
sidiar y in Detroit, I think the equity is worth about $900,000 in that. 
I want you to put that up as collateral.” 

So he got $900,000 more as collateral on that loan added to the two 
$600,000’s is $2 100,000. When that was reluctantly agreed upon, he 
said, “That is not the last. I want more.” The attitude there was 
that of a borrower who was up against the wall, he had to have the 
money, but of a very tough examiner who was taking every bit he 
could for Uncle Sam in the line of collateral and security and he 
said, “I know that you have a plant in Canton that is worth six or 
seven hundred thousand dollars in equity, and I want you to put 
that one up, too.” So that all of those differences existed between 
the loan which the other examiners had made a cursory examination 
of the plant, and so forth, had made, and the loan Mr. ‘Hubert Steele 
worked out, the $600,000. cash from Barium put in, a reduction of 
$600,000, and added collateral from Detroit of $900,000 and an added 
collateral from another plant in Canton worth six or seven hundred 
thousand dollars, a totally different loan, you see, from the one which 
the other examiners had just in a cursory fashion passed over. 

That loan as it stood there, with all this adequate collateral, with 
its reduction, with the added money in there, was the type of loan 
that although I have heard from reports in this committee that there 
were various factions in the RFC, that was the type of loan upon 
which there was a unanimity of action, and every single one of the 
members in the RFC voted for its approval as it was worked out b 
Mr. Hubert Steele, because it was the kind of loan that no RFC 
Commissioner could have possibly turned down. It had a kind of 
safety to it, it had the possibilities of the steel business which was in 
short supply at that time, and the President in his message of that 
year to the Congress had suggested that a Government loan of 100 
percent, I think, in order to take care of the critical shortage of steel. 

So here it was for a very noble purpose, to increase the | supply of 
steel which was becoming critical and has become more critical since. 
It was a loan which could not have been obtained from a bank for 
that long a period of time that needed to put through its development. 
And it was a loan that was not only reasonable, but above and beyond 
being reasonably secured by the additional collateral. That was the 
way that Mr. Hubert Steele worked out this loan. I think it is the 
best loan that the RFC has. So the statement, as I continue to read 
it, that it was some sort of a freak action, unless the RFC Board 
interfered by a freak action, having a knowledge of what I have 
supplied the committee, you can see that it was not a freak action. It 
was a perfectly natural and understandable action by an intelligent 
workman who had worked out all of these severe ¢ onion 

Senator Futsricut. Well, let me clarify this. I do not want to 
interrupt your story, but what the report says is that if Mr. Steele 
had not given a favorable report, then for the Board to have granted 
- loan would have been a freak action. You are mis interpreting, 

t least I think you are, what the report says. Under RFC regula- 
ine if everybody turns down a loan when it comes to the Board it is 
automatically declined, so there had to be one favorable report some 
where in the chain in order to enable the Board to pass on it. The 
freak action—we did not say they took a freak action—we said that 
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in order to avoid the necessity for a freak action in granting the loan, 
they had to have somebody report favorably on this loan. I believe 
that is correct. It may not be too significant, but I did not want you 
to pursue what I think to be a false impression as to what the com- 
mittee meant in that report. 

Mr. Casey. I say with respect to the loan that that loan and every 
other loan which was obtained when I acted for an applicant be fore 
the RFC, is current. There is not a penny owed upon it, and there is 
not a dime’s loss to the taxpayer. 

Senator Futsrieur. Mr. Casey, this committee has had several loans 
before it in which we believe that there were other aspects of the loan 
than its certainty of repayment which were important insofar as the 
use of Federal money is concerned. ‘To cite two instances, the Saxony 
loan and the Mapes Hotel loan both were very good loans from the 
point of view of repayment. 

There are other aspects to the case of Central Iron & Steel which 
particularly interest us. 

Mr. Casey. I understand the Senator is inquiring into the propriety 
and good conduct of these. I understand that. 

Senator Futsrigut. I only wanted to say this now in order to direct 
your attention to that aspect of it. We did not say in this report that 
this loan could not be repaid or that we think it could not be repaid. 
The war has intervened since that loan was made, and I am quite sure 
it made every steel loan much better than it was. Whether or not RFC 
foresaw the war I do not know, but the same can be said of other loans. 
That still does not mean the matters we are interested in have lost 
their importance from the point of view of the study of the RFC 
function. 

Mr. Casry. I understand what the Senator says, and may I say with 
respect to the war intervening that in January 1949 the President, 
in his message to Congress, called attention to the critical shortage 
of steel at that time, and several members of the Cabinet and other 
officials, and favored 100 percent governmental backing of loans to 
steel companies in order to build them because of the critical shortage, 
so that the war is not the important thing. This was a good loan 
as of the time it was granted. 

Senator Futsrient. Mr. Casey, are not these plants primarily fabri- 
cating plants? They produce a very small amount of basic raw 
msteniala. They are prine ipally for fabrication. 

Mr. Casey. They produce a very great amount of sheet steel. 

Senator Funtsricur. I say fabricating. What we particularly had 
in mind was the basic—what the President had in mind was the need 
for basic raw steel. 

Mr. Casry. I think he had all aspects of steel in mind. 

Senator Futsriciur. Well, I expect so. But I think the emphasis 
Was upon pig iron. 

Senator Carenarr. This concern produces no ingots; is that right ? 

Mr. Casry. I think that is right. 

Senator Funsrigur. It makes principally plates, sheet steel, and 
bridges? 

Mr. Casry. That is right. 

Senator Carenart. From ingots made by other companies ? 

Senator Fu.sricut. It is very important. 
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Mr. Casey. I know this, you cannot buy a dime’s worth out there; 
the demand i is so great for what they make. 

Senator Futsriaut. Well, that is quite right. But at the time they 
made the loan the demand for all goods, and this is just one commodity, 
the same could be true with aluminum or many other items, was not 
quite = ae ute as it is now. 

Mr. ‘aseEY. That is what Mr. Hubert Steele io us and we tried to 

lvance the other proposition that steel was critical. He gave us no 
ouneiiaas ition with respect to that whatsoever. 

Senator FULBRIGHT. He was very tough Oh you, Was he not 4 

Mr. Casey. He certainly was. 

Senator Frear. To your knowledge, you do not know if Mr. Steele 
has anything to do with Mr. Rosenbaum in the nature of tax returns, 
do you ¢ Does he advise Mr. Rosenbaum on taxes or tax returns at 
any time, do you know ? 

Mr. Casey. I do not think so. 

Menator Frear. He was trying to get money for Uncle Sam and he 
might be a good adviser. 

Mr. Caszy. He was a pretty tough examiner, one of the best work- 
men I have ever seen in all my experience. 

Senator Carenarr. Was that why you hired him? 

Mr. Casey. That is exacly why I hired him, and I paid $5,000 of the 
$15,000 paid to hire that type of a workman, and I want to point out 
to the committee that he did not go to work for Barium Steel, the loan 
upon which I just recited he passed. He went to work for Mr. Dudley, 
Mr. Rosenbaum and me, and [I shared a third of that $15,000 fee. He 
did not work on any Barium Steel propositions, and we have a list of 
thee ases, which I will be ol; ad to submit to the committee, at the time 
of his employment upon which he was going to work. 

Senator Carenart. Mr. Steele is an attorney 4 

Mr. Casry. Mr. Steele is not an attorney. 

Senator Capenart. He is not an attorney ? 

Mr. Casey. He is not an attorney. Mr. Steele was born in Washing- 
ton, D. C.; he spent 26 years, I think, in Government service, I think 
since the inception of RFC. 

Senator Carenarr. Just what did he do, not being an attorney and 
working for a law firm? What would be his duty? If he is not an 
attorney just what would his duty be in connection with a law firm ? 

Mr. sex ryanrds Hi. , could prepare th ese intricate and detailed and difh- 
cult applications of companies in such a manner, by virtue of his expe- 
rience in doing this and knowing how to do this one of his—well, over 
years and ye ars of e Xperience, doing it so well—— 

Senator Carenarr. You are thinking in terms of applications ? 

Mr. Casey. I am thinking in terms of ap aa ions. 

Senator Carenarr. In loans before RFC 

Mr. Casey. That is right. I rather gathe ered he left the RFC not 
bee: ause of any promise of future e) nployme nt on my part or wnaraey 
else’ part, but rather because he was going with a man named Mr. 
Ribenack, whom T do not know, but whom I understand to be a very 
reputable fellow. P 

Senator Bricker. What is his business / 

Mr. Casey. I think he is a lawyer. 

Senator Bricker. Where? 
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Mr. Casey. Here in Washington. He knew Mr. Steele and per- 
suaded Mr. Steele to leave the RFC and go with him. 

Senator Capenart. You and the Rosenbaum law firm together paid 
Mr. Steele $15,000 a year? 

Mr. Casey. That is right. 

Senator CareHarr. Mr. Steele was not a lawyer, but you paid him 
for making up forms and figuring out intricate deals. Are you keep- 
ing him busy 4 

Mr. Casey. Well, he was very busy up until the time that I discon- 
tinued having cases before the RFC 

Senator Carrnart. Are you still paying Mr. Steele? 

Mr. Casey. I paid him up until the end of the year in accordance 
with my contract. 

Senator Carenart. You are not paying him now? 

Mr. Casey. No. 

Senator Caprnart. You canceled your arrangement with him. 

Senator Futsricnt. Speaking about this recommendation and how 
tough Mr. Steele is. Our facts, that is, what we think are facts, our 
information is not quite in accordance with yours. I would like to 
read you an excerpt or two and get your comment. 

Mr. Steele—and this is May 26, 1949—recommended a loan of $5,- 
300,000 for 7 years. The Washington revie w y committee declined, but 
suggested that the RFC consider a loan of $3,300,000 if the borrower 
would raise $2 million in capital. The sana unanimously approved 
this loan of $5,500,000 as suggested by the review committee. All five 
Board members voted. 

Those terms are very significant, and so is the great difference be- 
tween the recommendations of this man you say is so tough, Mr. Steele, 
and what the review committee suggested. That was the loan that 
was unanimously approved by the Board. 

Now on June 3—well, before I go into June 3, is that not correct, is 
that not what happened ? 

Mr. Casey. I think that is substantially correct ; yes, sir. 

Senator Futerientr. The way you described it you did not leave 
the same impression on my mind. 

Mr. Casey. The way I have described it is what happened in this 
conference with Mr. Steele. I do not know what the difference is, as 
the Senator points out. 

Senator Futsricut. Mr. Steele recommended a loan of $5,300,000, 
which is $2 million more than the Board approved on May 26, 1949, 
and it would not indicate that Mr. Steele was so tough about this 
matter. He was the most liberal of all of them in his recommendation. 

On June 3 Mr. Sisto and Mr. Eberstadt—by the way, who is Mr. 
Sisto? 

Mr. Casry. I know he is chairman of the board of Barium. 

Senator Futsricur. He is the principal owner, is he not ? 

Mr. Casey. I do not know that. 

Senator Futsrient. Did you know Mr. Sisto long? 

Mr. Casry. I met Mr. Sisto, I think, once. 

Senator Futsrieutr. Once? 

Mr. Casry. That is right. 

Senator Futsricutr. In connection with this loan? 

Mr. Casry. That is right. 
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Senator Futsricut. Do you know anything about Mr. Sisto? 

Mr. Casey. No. 

Senator Futericut. And you know nothing about his history ? 

Mr. Casry. No. 

Senator Futrricut. You did not inquire into anything about hii ? 

Mr. Casry. No. 

Senator Futsrient. Did you ever hear the name before ? 

Mr. Casey. I had not heard the name before. 

Senator Futsrieur. You never heard it / 

Mr. Casry. No. 

Senator Futsricntr. We will return to Mr. Sisto in a moment. 

Mr. Casey. I might say that Mr. Eberstadt was the principal con- 
tact I had with the Barium Steel. 

Senator Futsricut. Mr. Sisto was chairman of the board and, the 
committee is informed, the dominating character. Did you get the 
impression he was a dominating character / 

Mr. Casey. I get the impression that Mr. Eberstadt was the domin- 
ant character. 

Senator Fursricutr. We will refer back to Mr. Sisto in a moment. 

On June 3 Mr. Sisto and Mr. Eberstadt—by the way, this is Mr. 
Rudolph Eberstadt ; is it not ? 

Mr. Casey. Mr. Rudolph Eberstadt, that is right. 

Senator Futsrigutr. Mr. Casey, Mr. Dudley and Mr. Steele called 
on Mr. Dunham who then arranged a special board meeting for 3:30 
p.m. The borrower had compl: Lined of inability to raise the $2 million 
in capital which was part of the loan agreement, that is, the loan I 
have just described, part of the resolution adopted by the board. Dun- 
ham and Willett lunched with Mr. Dawson and Mr. Boyle on the 
same day. Mr. Turney Gratz called on Mr. Dunham with the CIO 
director from Pennsylvania. All of the Central Iron & Steel em- 

ployees are affiliated with the United Steel Workers. CTO. 

(The following memorandum was inserted in the record by the 
Director of Staff of the subcommittee :) 


MEMORANDUM FOR THE FILES 


WASHINGTON, D.C... March 13, 1951 


Turney Gratz called me from Baton Rouge, La. this morning. He said that 
the papers in reporting yesterday's proceedings had mentioned his visit to Dun- 
ham’s office in 1949 when he was accompanied by the CIO director from the State 
of Pennsylvania. 

Gratz said that the papers identified him as an officer of the Democratic 
National Committee but he wanted to point out te» me that he was an employee 
of the RFC until January 11, 1950. At the time of the visit to Dunham's office 
he was employed in the Rubber Division of RFC. He says the CLO director came 
to his office by mistake and he took him to Dunham's office because the man’s 
business was something which required the attention of a director. 

Gratz said the visit had nothing to do with the loan to Central Iron & Steel Co. 


‘THEODORE HER 


Senator Furpricur. At3: 30 p.n .. the board unanimo usly : approve d 
the loan of $4,700,000 in place of the $3,800,000 pre ‘viously ap proved. 


You see, the board had unanimously approved in the first place $3,- 
300,000 and then raised it to $4,700,000, 

On June 13, 1949, Washineton review committee took notice of the 
board resolution of June 3, 1949 and reported they were unable to 





1456 STUDY UF RECONSTRUCTION FINANCE CORPORATION 


change their former recommendation. In other words, they were 
unable to go along with this increase in the amount—that is, increase 
in the amount RIC was to put into the business and decrease in the 
amount that the Central Iron was to put into the business. I do not 
see how that justified your impression that Mr. Steele was such a tough 
man with the Central Iron & Steel. In fact it looks just the opposite. 

Mr. Casry. Let me just say this: The Senator has not mentioned 
the additional collateral, $900,000 and $600,000, which is $1,500,000, 
He has not mentioned the $600,000 that was asked for by Mr. Steele. 
He has not mentioned the $600,000 cash to be pul in by Barium into 
this loan which was asked for by Mr. Steele. 

Senator FuLsricur. Do you know how much Barium had taken out 
of Central Iron & Steel immediately preceding this application for a 
loan ? 

Mr. Casey. My memory is that Steele said they had taken out $600,- 
000, and he wanted them to put it back in. He said he would not 
grant the loan as it was originally applied for. 

Senator Futsrigur. Would you be surprised if it was very much 
more than $600,000 4 

Mr. Casry. I will state what I know about it, $600,000. 

Senator Futpricur. Had you seen the report of the Philadelphia 
examiner at the time you went to visit Mr. Dunham ¢ 

Mr. Casry. I was aware of the report. 

Senator Futsricur. Had you seen it? 

Mr. Casey. I do not know that. 

Senator Futpricut. Have you seen it now ? 

Mr. Casry. I have not seen it recently at least. 

Senator Futsricur. Did you read it at any time? 

Mr. Casey. I was aware of what was in it. I think my best answer 
would be “No.” I have not read it at any time, but I knew that it was 
turned down by the Philadelphia examiner. 

Senator Futsricur. Did that report indicate anything about Mr. 
Sisto ? 

Mr. Casey. Not that I knew. 

Senator Fuisricnr. When did you first discuss employment with 
Mr. Steele, that is. when did you first discuss your employing him ? 

Mr. Casey. I think it was in October of 1949. 

Senator Futsrianr. About what date in October ? 

Mr. Casey. I do not know. I think it was early in October, 

Senator Futsrieirr. When did you first meet Mr. Steele? 

Mr. Casey. At that board meeting when he made the demands | 
have quoted. That was the first time I met Mr. Steele. 

Senator Furpricgnt. May 2, was that the first time you met him? 

Mr. Casey. The first time I met him was during this discussion, 
and I think it was early in May. I will t: ake May 2. I do not have 
the exact date. No, I did not meet him May 2, that is right. On May 2 
I met Mr. Willett and Mr. Ronan and Mr. p rodie and Mr. Eberstadt 
and Mr. Casey and Mr. Dudley. The best I have down on the first 
time I met Mr. Steele is sometime about the middle of May 1949. 

Senator Furrrient, The 21st of May? 

Mr. Casey. At that meeting that I told you about; yes. 

Senator Futericur. And you first discussed e a eat with him 
in October ? 

Mr. Casey. That is right. 
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Senator Fursricaur. I wonder if these facts will refresh your 
memory—these are from our chronological statement which I will put 
in the record a little later. Some of this information comes from 
Mr. Dunham’s diary. 

On October 10, 1949, Mr. Steele visited Mr. Dunham regarding a 
personal matter. 

October 11, 1949, Mr. Dunham lunched with Willett and Merl You 
and went to Young’s office afterward. Mr. Hise wrote to Mi - Steele 
acknowledging resignation. 

October 14, 1949, Mr. Steele and Mr. Dudley visited Mr. Willett, 
and Mr. Steele telephoned Dunham asking for an autographed photo- 
graph. 

October 17, 1949, Mr. Steele began working for Goodwin, Rosen- 
baum, Meachan & Bailen and you, I believe, and Mr. Dudley; is that 
correct 4 

Mr. Casey. That is correct. 

Senator Futsricutr. Mr. Steele received $5,000 as 4 months’ salary 
in advance on that date. 

Is that correct ? 

Mr. Casey. That is correct. 

Senator Futsricur. That occurred during one week. Why did you 
pay Mr. Steele $5,000 on the day he reported for duty / 

Mr. Casey. I think the contract was to pay him $15,000, and as I 
remember it, Mr. Steele—I do not know, he said he needed seme money 
and he wanted to know whether he could get an advance of 85,000, and 
it did not make much difference in discussing it whether we paid him 
$5,000. That is all we paid him in the first 4 months of his contract, 
S5.000, 

Senator Futsrienr. With regard to that week. when did you first 
discuss employment with Mr. Steele? Was it October 104 

Mr. Casey. Wait a moment. I have about the second week in 
October. That would be October 10, 1949. 

Senator Funsrignr. When you first discussed employment wit 
Mr. Steele? 

Mr. page That is right. 


Senator Funsricur. Why was it a three-way employment: that is. 
why cht is all three of you employ him, or share in his emp! vinent * 
Mr. Casey. I had my arrangements for 20 percent of the fees on 


cases on which he was to work and which was submitted t 
letter outlining all the cases of October 17. which I would 
mit to the committee. 
Senator Futericnr. What isthat? T did not hear it 
Mr. Casry. Here is a letter of October 17 sent to Mr. Steele out- 
lining: 


‘ 
1°) 1 
ike tO SUD 


Now that you have terminated your employment wit the Reconstruction 
Finance Corporation, we want vou to work with us as a financial consultant on 
the following RFC applications, which are in various stages of preparation and 


processing, 


Here thev are outlined. and on those cases T expected to receive a 
»() ree RFC fee—I me: 1) ree fF w-]), ] GC. ce oo. 
“2U percent Kh re mean 2O percent oF what the | rm had colleeted, 
and in addition I expected Mr.——_ 

Senator Fursricgur. Senator Capehart would like to look at that 


letter. 
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Mr. Casey. I expected Mr. Steele to work for me on my individual 
case in which there would be no sharing in the fee by anybody. 

Senator Carenart. Where does Mr. Steele make his office ¢ 

Mr. Casey. With Mr. Ribenack. 

Senator Caprnart. Now with Ribenack ? 

Mr. Casey. Yes. 

Senator Carenart. That was the gentleman that wanted to hire 
him 

Mr. Casey. No, he hired him. It is Ribenack and Steele. He is 
working with Mr. Ribenack. I think he is a partner of Mr. Ribenack, 
and I think that he prepares cases there of the RFC. 

Senator Bennerr. Was Mr. Ribenack also formerly with RFC? 

Mr. Casry. Yes; he was. 

Senator Bricker. He is not a lawyer, is he? 

Mr. Casey. I think he is. I am not certain about that, however. 
I know he comes from Little Rock, Ark., and I heard he was chairman 
of the board of trade out there. I assumed he was a lawyer. I do not 
know that for certain. 

Senator Bennerr. Mr. Casey, at the very beginning of your testi- 
mony I remember—I think I remember—you testified that Mr. Steele 
had decided to leave RFC and go to work for Mr. Ribenack and you 
persuaded him instead 

Mr. Casey. Oh, no. 

Senator Bennerr. To come and work for you. 

Mr. Casry. No. I wanted to point out that I had nothing to do 
with Mr. Steele’s leaving RFC, that that was an independent decision 
and arrangement between him and Mr. Ribenack, so he had decided 
and had cut the cord with RFC because he was going with Mr. 
Ribenack at the time I discussed employment. 

Senator Fu.tsricur. I want to be certain when you first discussed 
this matter with Mr. Steele, your employment. 

Mr. Casey. At that time. 

Senator Futsricut. What time? 

Mr. Casey. That second week in May which you say is May 10, and 
I will take it as the date. 

Senator Bennerr. October. 

Mr. Casey. October 10. 

Senator Futsricur. In October. Would you say October 10 was 
the first time? Is that about the first time? 

Mr. Casey. That is right. 

Senator Futnriegn1. And you never mentioned it to him before that ? 

Mr. Casey. I have no recollection of that; no, sir. 

Senator Bennerr. Well, I would like to ask one more question. 
Does your arrangement with Mr. Steele include Mr. Ribenack at all? 

Mr. Casry. Oh, no; not at all. 

Senator Bennerr. That is just an office arrangement between them ? 
They are not partners? 

_ Mr. Casey. Ido not know. Thad the impression they were partners 
in business together. That was my impression. 

_ Senator Bricker. You do not know whether Mr. Ribenack shared 
in this $15,000 fee or not, or do not care ? 

Mr. Casey. That is correct. 
eee” 3ENNETT. Were you expecting all of Mr. Steele’s time for 
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Mr. Casry. No; I think they were outlined in that letter which I 
sent up and cases which I had. 

Senator Bennett. Mr. Steele was free to work for other attorneys? 

Mr. Casry. That is right. As a matter of fact, I think he told me 
that the first time I discussed employment that he had talked to other 
attorneys and mentioned their names about doing the same work. 

Senator Futsricur.*Did you ever discuss the p ropr iety of enter: 
ing Mr. Steele with Mr. Hise, the Chairman of the RFC, at that time? 

Mr. Casey. At the time I talked to Mr. Steele I sugge aie that in 
view of the fact he was leaving RFC, that he clear it with RFC, and 
Mr. Dudley—— 

Senator Fuusricutr. You suggested this to Mr. Steele ? 

Mr. Casey. I think I suggested it to Mr. Steele at the time I talked 
to him and he talked to us about employment. In fact, I think I 
insisted upon it, and he went to see Mr. Hise with Mr. Dudley for the 
purpose of clearing his employment and for the purpose of spreading 
it out openly and making a full disclosure. 

Senator Futsricur. You did talk to Mr. Hise about i 

Mr. Casry. No; I did not talk to him. 

Senator Futsricut. At any time? 

Mr. Casey. No. 

Senator Futsrieutr. Did you talk to Mr. Dunham about it? 

Mr. Casey. No. 

Senator Futsricut. With anybody in the RFC? 

Mr. Casey. No. 

Senator Futsricutr. But you say that Mr. Robert Dudley did talk 
with Mr. Hise about it ? 

Mr. Casey. Yes. 

Senator Futsrient. When, do you know ? 

Mr. Casey. I have a recollection if that talk of mine with Mr. Steele 
was October 10 that it was that afternoon of the talk with Mr. Steele. 
That would make it the afternoon of October 10, if that is the date. 

Senator Funtsrieut. Mr. Casey, I would like to put this copy of the 
letter of October 17, 1949, into the record at this point. 

(The letter referred to follows:) 

GOODWIN, RoSENBAUM, MEAcHAM & BAILEeN 
Washington October 17. 1949 
Mr. Hvusert B. STEExeE, 
1616 I Street NW., Washington, D. C. 

Dear Hus: Now that you have terminated your employment with the Recon- 
struction Finance Corporation, we want you to work with us as a financial con- 
sultant on the following RFC applications, which are in various stages of 
preparation and processing: 

Client {mount of appliceti 
Anemostat Corp. of America, 10 East 39th St., New York 16, N. Y $450, 000 


American Fixture & Manufacturing Co., 2300 Locust St., St. Louis 3. 
Mo _ 


eileen i J 1, ™). OOO 


“vee Transfer Co., Newark, N. J : *) 
‘allahan Zine-Lead (Livengood Placers), 350 Fifth Ave.. New York, 
Crown Jewelware, Inc., care of Blair & Co., New York, N. ¥ 250, 000 
lederal Machine & Welder Co., Warren, Ohio 1, 000, 000 
Great American Industries, 230 Park Ave., New a rk, N. ¥ OU), OOD 
The Houston Corp., 11801 West Olympic Bivd., West Los Angeles 2° 
Calif_ dott thaciemaaeee 1, O00 
Nation: ul Union Radio, 350 Scotl: ind Rd., Orange, N. J 1, T5U, OOo 
Titan Pump & Engineering Corp., Novi, Mic —. 125, O00 
Newport Steel Corp.. 9th and Lowell Sts., Newport, Ky 15. 000. 00D 
Universal Camera Corp., 28 West 23d St., New York 10, N. Y__- ‘ oo), OOD 


oe ae i se 44734 
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It is our understanding that you have not worked on any of these matters while 
employed by the RFC. 

Attached is our check to your order in the sum of $5,000. Any additional 
compensation to be paid to you in these matters shall be in such amounts as 
we mutually agree upon, and it is understood that the $5,000 paid you for under- 
taking these matters is to be credited against any such amounts mutually deter- 
mined to be owed to you. 

With our best wishes for success in these matters, 

Sincerely, 
Ropert W. Duprey. 


1In preparation. 
2 Adjustment of present loan agreements. 


Senator Furtsricutr. What were your total fees received on the Cen- 
tral Iron & Steel loan application Q 

Mr. Casey. I do not know that. I will find out. 

Senator Futrricur. Mr. Casey, you knew we were going to discuss 
the Central Iron & Steel. You had 3 weeks to prepare yourself, and 
I think you ought to be prepared on this. Do you now know what the 
fees were and what part you got from Central Iron & Steel ? 

Mr. Casry. No. It seemed to me there was a little more involved 
than that, but the Barium Co., which was the holding company, had 
12 or 13 subsidiaries, had an arrangement with Mr. Rosenbaum that 
had been going on for some time, whereby they were to pay the firm of 
Goodwin, Rosenbaum, Meacham & Bailen a monthly payment for an 
over-all representation, I think, primarily taxes. 

Senator Futsricnr. How did you figure your 20 percent ? 

Mr. Casey. I wanted to figure my 20 percent as 20 percent of the 
amount thev received from Barium. 

Senator FutsriGHr. Did you get 20 percent of all they received from 
Barium? 

Mr. Casey. I thought so. 

Senator Fursricntr. And Central Iron? Well, how much did you 
get, and then we can tell from that how much they got. 

Mr. Casey. Well, I do not know the exact amount. T will furnish 
the committee with the figures. Tam sure you have the amounts from 
the checks from the Goodwin, Rosenbaum firm, so T assume the com- 
mittee has that. 

Senator Fuisrienr. You pay us a great compliment that we know 
more about your business than you do. We want to know what you 
know. 

Mr. Casry. You went over the Goodwin, Rosenbaum, Meacham & 
Bailen files, and you have the checks that they paid out. 

Senator Funsricnr. How did you ever check your payments, what 
you were entitled to, with the Rosenbaum firm? How did you do that ? 

Mr. Casey. I think I just accepted it. 

Senator Futsrient. What ? 

Mr. Casey. I think I just accepted it. without question. 

Senator Futsricur. Just whatever they offered / 

Mr. Casey. That is right. 

Senator Fursricut. Can you tell the committee then that you have 
no knowledge of what the fees received by the Rosenbaum firm were? 

Mr. Casry. No knowledge other than I stated. 

Senator Futsrientr. Were you a partner of the Rosenbaum firm ? 

Mr. Casry. No; I was not. 

Sénator Fu.sricur. But your brother-in-law is? 

Mr. Casey. That is right. 
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Senator Futsrientr. And he would not give you access to their 
books and show you what they received ¢ 

Mr. Casry. Well, I do not think that I ever made that request. 

Senator Fuusrientr. Will you tell us then how much you did re- 
ceive yourself from the Central Iron & Steel fees’ What did they 
give you ¢ 
~ Mr. Casey. I do not know what the amount is. 

Senator Futsricur. About how much ? 

Mr. Casey. My best estimate would be somewhere around twelve 
or fifteen thousand dollars. 

Senator Futsricur. As your part? 

Mr. Casey. That is right. 

Senator Fursrient. That was 20 percent, and so the total fee 
would be $60,000, approximately? What did you say? You said 
vou received about twelve or fifteen thousand dollars. Do you not 
have any figures there to show us what you received / 

Mr. Casry. No; I have not. 

Senator Futsrigur. Will you supply those to the committee ? 

Mr. Casry. Yes; I will. 

Senator Futsricur. And you can supply it in detail? 

Mr. Casry. That is right. 

Senator Futsricur. Were your figures broken down as to so much 
for each case? 

Mr. Casry. No. 

Senator Fursricur. How did you settle up with Rosenbaum? 

Mr. Casey. I got a check, I think, each—I got a check from Good- 
win, Rosenbaum & Meacham. 

Senator Futsricur. You never did inquire as to whether or not 
they might have overlooked something ¢ 

Mr. Casey. I do not recall. 

Senator Funsricur. You do not know Mr. Rosenbaum very well. 
It seems to me—well, I do not know you were taking a chance. You 
were very much impressed by the integrity of Mr. Rosenbaum, I take 
it. It is customary to ask for a statement; is it not? Most of us 
do that with our bills. 

Mr. Casey. I think with each check there was a statement of the 
unount received by him, and my percentage. 

Senator Fuisricutr. Do you have any of those statements? 

Mr. Casey. I would have them: yes. 

Senator Futsrignr. Do you have them on the Central Iron & 
Steel / 

Mr. Casey. I think so. 

Senator Futsricur. Will you supply the committee with that ? 

Mr. Casry. Yes. 

Senator Futsricutr. You think that was twelve or fifteen thousand 
dollars ¢ 

Mr. Casry. That is my best recollection. 

Senator Futsricir. One or the other? 


Mr. Casry. The list supplied, of course, will be niuch more accurate 
than ny Memory, 

Senator Futsriur. Your memory was very good a moment ago 
when you were telling us about Mir. Steele and tivities in this 


loan. 
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(The information referred to is as follows :) 


I have never received any fees from Barium Steel or its subsidiaries direct. 
I have received from Goodwin, Rosenbaum, Meacham & Bailen—which that 
firm informs me are a part of the fees as collected from Barium—the following 
amounts: 


1949 ___ Se SE ae eee ms 5 = ee _..._. $10, 500.00 
/ (Sa eee a sid “ 5, 741. 66 
SINE insane aes A Me ae ie ee eke a a Ee 865. 00 

I a aca pet ge a IN oop ey : . = 1 ch igs codec ULE 9 Se 


This represents mostly RFC work but I have done work other than RFC 
work for Barium and the best approximation is that about $12,000 is for 
RFC work and the balance of $5,106.66 for other than RFC. 

JosepH E. Casey. 

Senator Futnricur. Your employment, according to that letter on 
the 17th, which was a formalization of your agreement, was almost 
exactly 1 month after the approval of the second loan with Central 
Iron & Steel, was it not? I refer to your employment of Mr. Steele. 

Mr. Casey. That is right. 

Senator Fuusricnr. That approval was on the 16th of September 
and on the 17th he was employed ? 

Mr. Casty. That is ap 

Senator Fursricur. Mr. Casey, under an arrangement between Mr. 
Buckley and Rosenbaum’s firm, Mr. Buckley was to get 50 percent of 
the fees paid to the Rosenbaum firm by the Barium Steel Co. and its 
subsidiaries. Do you know about that? 

Mr. Casey. No; I do not, except what you stated here this morning. 

Senator Futsrieut. That is the case. 

Now, did you get 20 percent of the remaining 50 percent that 
stayed with the Rosenbaum firm or did you get 20 percent of the total 
fee? 

Mr. Casey. I rather imagine that it was 20 percent of what stayed 
with the Rosenbaum firm. 

Senator Futericur. Of the 50 percent which the Rosenbaums were 
entitled to? 

Mr. Casry. May I ask I know nothing about this Buckley arrange- 
ment that you are talking about? 

Senator Futpricur. It seems very odd to me you would not have 
known that. It is a very substantial item, is it not? 

Mr. Casey. It may seem odd, but such is the fact. 

Senator Fursricur. There would have been quite a difference. If 
the fee was $100,000, you would get $20,000 on one basis, and only 
$10,000 on the other, would you not? 

Mr. Casey. However odd it may seem I know nothing about the 
Buckley arrangement. 

Senator Futsricutr. Your brother-in-law, was he a limited partner 
or a full partner of this firm, the Rosenbaum firm ? 

Mr. Casey. I think he was a partner, a full partner. 

Senator Futsricut. Would he not in the normal course of events 
know about the business of the firm? 

Mr. Casry. I think so. 

Senator Futsrieut. And he never did tell you anything about it? 

Mr. Casey. I do not recall. 

Senator Carenart. You might have some money coming to you. 
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Senator Fotsricut. We might be helping you out here. 

Mr. Casey. Yes. 

Senator Funsricut. I think that the committee had better recess at 
this time until 2:30, at which time we will have Mr. Rosenbaum here. 

Mr. Casey, I hope -you can arrange to be present. We may want 
to ask you some other questions. Of course, we hope if there is any- 
thing said in these hearings with which you do not agree, yon will 
feel perfectly free to call it to our attention, and we will give you an 
opportunity to straighten it out. 

Senator Carerartr. May I ask the chairman, do you have a copy of 
the letter which Mr. Hise wrote in behalf of Mr. Hubert Steele / 

Senator Fuisrient. Yes; we have a copy of that. 

Mr. Casey. I would like that inserted at this point. 

Senator Futsrient. Do you want that in the record? 

Mr. Casey. Yes. 

Senator Fursrieur. Very well. 

(The letter referred to is as follows:) 

RECONSTRUCTION FINANCE CORPORATION, 
Washington, October 11, 1949. 
Mr. Huperrt B. STEELE, 
Ww ashington, B.C. 

DEAR Hor: I have your letter of yesterday in which you refer to your resigna- 
tion effective as of close of business October 14. 

it was with real regret that I learned of your decision to leave the Corporation, 
and in this regard, I am sure I express the sentiments of the entire Board. The 
Corporation can ill afford to lose your services. In view of your training, ability, 
and experience, the Board had come to rely heavily on your advice and judgment 
in situations involving our most complex and difficult loan applications. 

It is indeed unfortunate that the Corporation is limited in its authority to 
provide sufficient financial inducement to retain in its service men of your ability. 
I can, however, appreciate the circumstances which led to your decision, and you 
have my very best wishes for happiness and success in your new endeavors. 

With kind personal regards, 

Sincerly, 
(Signed) Harty Hise, Chairman. 

Senator Fu.sricutr. The committee will recess until 2:30 p. m. 

(Whereupon, at 12:35 p. m., the committee adjourned until 2:30 
p.m. the same day.) 


AFTERNOON SESSION 


Senator Futsricutr. The committee will come to order, please. 
Mr. Rosenbaum, please. 

Mr. Rosenbaum, you have already been sworn ? 

Mr. Rosenspaum, Yes, sir. 


TESTIMONY OF JOSEPH H. ROSENBAUM, ATTORNEY, 
WASHINGTON, D. C.—Resumed 


Senator Futsriagut. Mr. Rosenbaum, did you bring along a com- 
plete set of statements and documents to explain the Atlantic Basin 
Iron Works to the committee / 

Mr. Rosennaum. Yes. sir; I have a statement. 

Senator Futsricur., Will you give it to the staff for our informa- 
tion ¢ 

Mr. Rosrenspaum. Yes, sil 

Senator Fuser IGHT. We will study the statements and decide later 
what part, if any, is appropriate to go into the record. 
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(The material referred to will be found in the testimony of March 2, 


1951, at p. 1211.) 

Mr. Rosensaum. Yes, sir. 

I also have, Senator, the information you requested with respect 
to the number of loans, you remember you asked for. Our figures 
do not quite agree and possibly if we couk | go over yours we could get 
them to agree. 

Senator Futsrieut. That is what I thought. If you will give them 
to us we will compare them with the ones the RFC gave us and the 
staff will consult you about any material items of difference. 

(The material referred to will be found in the testimony of March 2 
1951, at p. 1217.) 

Senator Futsrientr. Mr. Rosenbaum, what connection did Mr. Paul 
Q. Buckley have with the Central Iron & Steel Co. loan / 

Mr. Rosensaum. He had no connection with the loan as such, 
Senator. 

Senator Fuutsricutr. What connection did he have with the Central 
lron & Steel Co. ? 

Mr. Rosensaum. <As far as I know he had no connection with Cen- 
tral Iron & Steel Co. He was the attorney who brought in the Barium 
Steel Corp. as a client. 

Senator Funrericutr. Was he an officer of Barium Steel ? 

Mr. Rosenpaum. No, sir. 

Senator Futsricur. Was he a stockholder / 

Mr. Rosensaum. I| believe he was; yes, sir. 

Senator Futsrigur. Do you know approximately how much ¢ 

Mr. Rosennaum. No, sir. 

Senator Funtspricutr. Was hea substantial stockholder ? 

Mr, Rosensaum. Do you mean a 10 percent- — 

Senator Fuiericur. Inthe Barium Steel Co. ? 

Mr. Rosennaum. I think he was a very, very reaihalioaiie small per 
centage stockholder. 

Senator, I have heard some place that he owned about 30.000 shares 
out of 2 million. That is not necessarily accurate, but that is what I 
heard. 

Senator Futsrientr. Was he an attorney for the Central Iron at the 
time he was a stockholder? 

Mr. Rosenpaum. He never was a stockholder in the Central Iron. 

Senator Futsrient. I am sorry, I mean Barium Steel. 

Mr. RosennauM. No, sir: I do not think he was an attorney for him; 
ho. 

Senator Futsricutr. How was he able to bring the account to you? 

Mr. Rosennacm. He knew Mr. Eberstadt, the president of the 
company. 

Senator Futsricut. Was not Mr. Sisto the main predominant force 
in that company ¢ 

Mr. Rosensaum. Well, sir, from my observations I should say Mr. 
Eberstadt was the main force in the company. 

Senator Ft “eae Was not Mr. Sisto the largest stockholder in 
the « ‘ompany 

Mr. Rosenparo. I do not know. I could not answer that. 

Senator Fuuericut. Could you tell the committee about Mr. Buck- 
ley’s connection with Mr. Fr: ank Rosenbaum in the Link Radio C orp. ¢ 
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Mr. Rosenspaum. This would be not from direct knowledge, but I 
will tell you the best I can. 

Senator Futsriegur. Frank Rosenbaum is your brother / 

Mr. Rosenspaum. That is right, sir. 

We were tax counsel for Link Radio Corp. During the course of 
a reorganization of Link Radio Corp., 1 think my brother Frank 
Rosenbaum entered into a contract to purchase the common stock of 
the company. 

Senator Futsricut. Did he purchase it / 

Mr. Rosensaum. As I understand it, on the reorganization, Mr. 
Buckley and my brother and a gentleman, I believe, named Evans, 
ended up owning the common stock of the company. 

Senator Fuutrrigur. As you know, we have had testimony before 
about Mr. Buckley’s loan from Commercial Home Equipment Corp. 
Are you familiar with that 4 

Mr. Rosenpaum. I read that; ves, sir. Iam not familiar with that 
by personal knowledge. 

Senator Futsrigutr. You do know that he borrowed approximately 
$200,000 from Commercial Home Equipment / 

Mr. Rosenpaum. Only from reading the newspapers. 

Senator Futsricgur. He used the money to purchase the stock in 
the Link Radio, did he not ¢ 

Mr. Rosennaum. I do not think so, Senator. 

Senator Furprienr. He testified he did. 

Mr. Rosenpatm. Well, I do not know. 

Senator Fuutericntr. Do vou think he was in error ¢ 

Mr. Rosennaum. I do not know, sir. It is a transaction I know 
nothing about, so I could not testify. 

Senator Futpricur. I am very curious. Did he ever repay the 
$200,000 to Commercial Home Equipment ? 

Mr. Rosensaum. I do not know, Senator. 

Senator Fu.tsricutr. You do not know ¢ 

Mr. Rosennaum. No. 

Senator Futsrienr. Mr. Rosenbaum, I wonder if you would tell 
the committee about Mr. Hubert Steele’s connection with your firm. 
Would you tell us your views on that. Tell us what happened. 

Mr. Rosennaum. Well, sir, some time, in my recollection it would 
be October 1949, was the first time I met Mr. Steele. We discussed 
that—— 

Senator Fuutsrienr. Was that about October 10? 

Mr. Rosenpaum. I do not know the date, Senator. I remember it 
was about—it should have been early in October 1949, 

Senator Futprieur. Yes? 

Mr. Rosensaum. Mr. Steele was in the oflice. my office. 

Senator Fuutpricutr. Who brought him there / . 

Mr. Rosennavum. Well, it was either Mr. Dudley or Mr. Casey. We 
discussed the situation we had in the office of essentially one nontax 
partner who was overburdened with the preparation of paper work 
in his field, and we discussed the question of hiring Mr. Steele to assist 
us on the preparation of these cases. That was the genesis of the deal 
with Mr. Steele. 

Senator Futprienr. Your firm agreed to pay one-third of the salary; 
is that right? 
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Mr. Rosensaum. That is correct. 
Senator Futsricutr. Your firm paid one-third and Mr. Dudley paid 
one-third personally ? 
Mr. Rosensaum. That is right. 
Senator Futsricur. And Mr. Casey one-third. 
Mr. Rosenpaum. Yes. 
Senator Futsricur. Did you ever check with Mr. Hise, the Chair- 
man of the RFC Board, as to the propriety of that employment ? 
Mr. Rosensaum. Did I personally? 
Senator Futprient. Yes. 
Mr. Rosensaum. No, sir. 
Senator Futsricut. Did anybody that you know of? 
Mr. Rosensaum. Mr. Dudley and Mr. Steele went over and saw Mr. 
Hise and came back and told me the story I related in my statement. 
Senator Fursricur. Will you relate that again for us. Some of 
us may have forgotten it. What was the story ¢ 
Mr. Rosensnaum. The story related to me was that Mr. Hise said 
it was perfectly all right for Mr. Steele to accept this employment 
and wished him a lot of luck, he stated it was the Directors and not 
the examiners who made loans. 
Senator Futsrienr. Did Mr. Dudley tell you this, or did Mr. Casey ? 
Mr. Rosennaum. No; Mr. Dudley and Mr. Steele. 
Senator Futsricut. Mr. Dudley and Mr. Steele told you this. 
Mr. Rosenpaum. Right. 
Senator Futsrienr. I wonder if Mr. Dudley is in the audience and 
‘we could not just settle this matter. 
Mr. Dudley, would you come up, please. 
Mr. Dudley, would you be sworn, please. 
Do you solemnly swear to tell the truth, the whole truth, and nothing 
but the truth, so help you God ? 
Mr. Duptey. I do, sir. 
Senator Funsrieur. Give your full name and address to the re- 
porter, please. 


— 


TESTIMONY OF ROBERT DUDLEY, ATTORNEY, WASHINGTON, D. C. 


Mr. Duptey. My name is Robert Dudley. I live at 3301 University 
Avenue NW., Washington, D.C. 

Senator Futsricur. Are you a member of the law firm of Goodwin, 
Rosenbaum, Meacham & Bailen ? 

Mr. Duptey. Yes, sir. 

Senator Futsricur. Tell us to the best of your memory when you 
first mentionéd this matter to Mr. Steele, and all about the employ- 
ment that we have been discussing, that is, your employment of Mr. 
Hubert Steele ? 

Mr. Duptery. Yes, sir. My best recollection is that some time in 
October 1949 Mr. Casey and I were going into the RFC building and 
met Mr. Steele coming out. I think he said at that time that he had 
resigned or was resigning from the RFC to go into the business asso- 
ciation with Mr. Ribenack. He said that he had been consulting with 
a number of other attorneys in Washington regarding getting work 
as an economic consultant to help work on RFC and other matters. 
He inquired as to whether we would be interested. 

Following that short conversation I went back some time - 
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Senator Futsrientr. When did you employ him, do you know ¢ 

Mr. Duprey. I do not honestly ‘know, it Was some time around that 
time, I have no record of it wh: atsoever. 

Senator Futsricut. Do you know when the letter was w ritten 
which confirmed the employ ment ? 

Mr. Dupiey. Yes. The letter was written October 17. 

Senator Futsricnur. About how much ahead of that time did that 
conversation take place? 

Mr. Duptey. Sir, I just do not remember. It was a few days, I 
think, my guess, this is Just a guess from my best recollection, it would 
not have been more than a week or 10 days. 

Senator Futsrienr. All right, go ahead. 

Mr. Dup.iey. After our conversation with Mr. Steele I returned 
after finishing my business at RFC, whatever it was, I do not recall 
I came back to our office and consulted with Mr. Rosenbaum and told 
him that I was carrying a very heavy work load and here is an oppor- 
tunity to get a man who apparently is very well qualified to do the 
vast amount of paper work in connection with the proper preparation 
and presentation of RFC loan applications. 

Mr. Rosenbaum, I think, said, “Well, we ought to talk with him,” 
and I think that I arranged prob: ibly to call Mr. Steele and have him 
come over for a discussion, which he did. 

Senator Funsrieut. He came to your office ? 

Mr. Duptey. He came to our office; yes, sir. 

Senator Futsrigut. And you think that was the early part of 
October ? 

Mr. Duprey. Yes, sir. 

Senator Fu.srigur. You cannot be more definite than that as to 
when it was? 

Mr. Duptey. No. 

Senator Futsricut. You can see how it is rather important for us 
to know when it was; can you not? 

Mr. Dup.ey. I can understand how important it is to this committee, 
but also I am very anxious to tell this committee, insofar—I want to 
tell this committee the truth and I do not want to try to pin down a 
date that I honestly cannot do, and I do not think that you would want 
me to try to do so. 

Senator Fursrienr. Well, we are trying to help you do that. We 
have certain guideposts; the 17th was the date of a letter. 

Mr. Duptey. Yes, sir. 

Senator FuLsricut. We know it was, and there is no doubt about it 
and everybody agrees. You had seen Mr. Steele on other occasions 
not long before this in connection with the Central Iron loan: had 
you not? 

Mr. Duptey. Yes, sir. 

Senator Futsricut. So that this was a matter of some significance 
to Central Iron and Mr. Steele. You had known Mr. Steele some time: 
had you not ? 

Mr. Duprey. I met Mr. Steele, as far as I can recall. between the 
first—between the time the Board authorized a loan to Central Tron 
& Steel of $3,300,000 and the time they approved the loan of $4,700,000. 
As far as I can recall, the first time I ever saw Mr. Steele was in a con- 
ference room at the RFC between those two dates. I think the first 
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loan was approved—the first loan resolution was approved on May 
27. is it? 

Senator Furipsrienr. 26th. 

Mr. Dupuey. I think the 26th. The second one was on June 5. 

Senator Fursricur. That is right. You met him between those 
dates ¢ 

Mr. Duptry. I think so, sir. I can tell you this definitely, that I 
never saw h m before he came into Central Iron & Steel picture, and 
T can say I think with equal definiteness that it was between May 26 
and June 3, 1949, that I saw him for the first time. 

Senator Futsricnt. I think that sounds very reasonable. 

I would like to go a little further into this date when you first 
approached him to discuss the matter of his coming With you. 

Mr. Duprey. Sir, I wish to clarify one thing: I “did not approach 
Mr. Steele nor did Mr. Casey. We met him together. 

Senator Futericur. You met him? 

Mr. DupLey. We met him, yes sir, and he raised the question with us. 

Senator Futsricur. He raised it ? 

Mr. Duprey. Yes, sir. 

Senator Futsrigur. And he asked you if you would be interested 
in his services. 

Mr. Duprey. Yes, sit 

Senator Futsrigur. When was that? That is what I am anxious 
to get. 

Mr. Duptey. That is some time early in October. I have to be tied 
down to a guess because it is only a guess. I cannot honestly remember 
to try to pin down a date that occurred back in the first part of October 
1949, as much as I would like to. 

Senator Funspricur. Well, there was a certain amount of discussion 
that went on in your firm and you did finally write a firm commitment 
on October 17. I wish you ‘would tell whether it was 10 days or 
2 weeks prior to that. 

Mr. Dupiey. I do not think it was over 10 days. 

Senator Futsrignr. You think it was about 10 days? 

Mr. Dupiey. That would be the outside limit. I will not say it was 
10 days, but that would be the outside limit because the transaction 
cove red a very short period of time, the negotia tions did. 

Senator Futsricutr. Did you talk to Mr. Hise about the employ- 
ment é 

Mr. Dupiry. Yes; I did. 

Senator Futsricnur. You personally did ¢ 

Mr. Duptey. Yes; I personally did, sir. 

Senator Futsricur. Did you go to his office to talk about it ? 

Mr. Dup.ey. Yes. 

Senator Futsricutr. What did you say to Mr. Hise ? 

Mr. Dupuey. I said to Mr. Hise that Mr. Steele had told us that he 
had resigned, or was resigning—and I cannot remember on that 
point to go into partnership with Mr. Ribenack, or into a business 
association, I do not know what his relationship was. I told him that 
we were contemplating taking on Mr. Steele as an economic consultant, 
that we needed a man of his que alifie ations to do paper work in con- 
nection with RFC loan applications; that Mr. Casey and Mr. Rosen- 


] y 


baum and myself knew his connection with the Central Iroa & Steel 
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loan; that before taking him on I wanted to discuss the matter 
informally with Mr. Hise and to just tell him what was in our minds. 

Mr. Hise-—— 

Senator Futsrient. Can you tell me when that meeting took place, 
when you went to call on Mr. Hise? 

Mr. Duptey. All I can say is that it followed our discussions with 
Mr. Steele, our initial discussions with him, and I would guess that 
some time around, I think it is some time around the 10th of October— 
I say so only because Mr. Hise’s letter, I think, is dated around that 
time. 

Senator Funsricur. Was this before he wrote the letter or after / 

Mr. DUDLEY. Well, we have tried to cliscuss this thing between our- 
selves. I think it was just before the letter. 

Senator Futsricutr. Just before the letter was written / 

Mr. Duprey. Yes, sir. 

Senator Futprienr. Was there anyone present at that conversation 
other than you and Mr. Hise ? 

Mr. Dupiey. Mr. Steele. 

Senator Futpricur. Mr. Steele was there / 

Mr. Dupiery. Yes, sir. I recall that it happened, I think, after 
lunch, when Mr. Steele and I walked over. I think we went into his 
outer office. I think there was one secretary there: Mr. Steele knew 
where it was and spoke to her. I do not know what her name was. 
He asked if we could see the chairman. The door was open, I think, 
and he was sitting in there, and I think we walked in and the conversa- 
tion took place over a period of 5 minutes or so. 

Senator Furrrieur. Five minutes. Did you call in Mr. Dunham at 
that same time? 

Mr. Duptey. No, sir. 

Senator Futpricnur. That afternoon / 

Mr. Duptey. No,sir. Mr. Hise was the only person 

Senator Futerientr. You did not discuss it at all with Mr. Dunham / 

Mr. Duprey. No, sir: not with Mr. Dunham or any of the other 
directors. . 

Senator Carenartr. Mr. Dudley, how much money have you paid 
Mr. Steele since he went to work for you ? 

Mr. Dupiey. $1,250 a month that he has been receiving. I paid a 
third of that which I think is four hundred and sixteen dollars and 
some odd cents. 

Senator Carpruarr. Has he been employed from October 7, 1949, 
up to this time ¢ 

Mr. Dupiry. Yes, sir. 

Senator Carruarr. He is still emploved ? 

Mr. Duprey. The firm is still employing him, and I paid one-third 
of his salary up until the last payment. 

Senator Carenarr. And the firm still pays him the third, and you 
pay hima third. Does Mr. Casey still pay him one-third / 

Mr. Duptey. I do not think so, sir, but that is something I do not 
know. 

Senator Carenart. Then he has drawn, as far as you are concerned 
and Rosenbaum’s firm is concerned, two-thirds ot his salary ¢ 

Mr. Duptey. He has drawn all of his salary, as far as I know, $1.250 
a month, continuously since then, up until last month. 
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Senator Carenart. He is drawing all of his salary ¢ 

Mr. Duptery. Yes. 

Senator Carrnarr. Mr. Casey is still paying him; is that right? 

Mr. Dupuey. I think that he discontinued paying, but that is not a 
matter of my own knowledge. 

Senator Careuarr. You say Mr. Steele approached you and asked 
vou for the job. 

' Mr. Duprey. Yes. sir; he said that he was consulting with a num- 
ber of Washington attorneys about getting similar work. 

Senator Carenarr. I mean he was going to do it, anyway, but he 
had other attorneys that wanted to use his service —— 

Mr. Duprey. I do not know whether he wanted, but he was appar- 
ently talking with them in an endeavor to get 

Senator CareHarr. He approached you; in other words, you did 
not want his services, but he wanted you to employ him. 

Mr. Duptey. We did not approach him and ask him for it. We 
met him on the steps of the RFC. He inquired as to whether we 
would be interested and—— 

Senator Carrnarr. And also, I think, at least Mr. Rosenbaum has 
testified, that Mr. Casey paid a third of it; that he hardly knew 
Mr. Steele. 

Mr. Duptey. That is right. 

Senator Carenartr. That he hardly knew him. 

Mr. Duper. That is true. Mr. Casey and I, I believe, met Mr. 
Steele together for the first time. Mr. Rosenbaum, at the time we 
had our initial discussion, did not know Mr. Steele. 

Senator CapeHartr. So you just more or less met him casually in 
the Central Steel & Iron investigation 

Mr. Duptry. Yes, sir. 

Senator Carenart. But yet you gave him $5,000 advance salary on 
the $15,000. 

Mr. Dupiry. Yes, sir. He asked for it, and there is no reason why 
we should not have given it to him. 

Senator Capenart. But you testified that you hardly knew him; 
you testified that he wanted to come to you, you did not want him. 
Why, if that was true, was it necessary to give him $5,000? 

Mr. Duptey. Let me take one thing at a time, Senator. In the first 
place, he did approach us with reference to employment. Secondly, 
we were interested after he raised the subject, because we had a need 
for a man of his talents, and Mr. Hise, incidentally, said that we are 
getting his best man; that Mr. Steele had been used as a trouble- 
shooter by the board on a lot of the more difficult loans the corpora- 
tion had; he was sorry to lose him. He said when I referred to the 
Central Iron & Steel matter that “Remember one thing, the board 
and not the examiners make the loans.” 

Senator Futsrientr. Mr, Dudley, why did you pay not only a third 
personally but your share of the third which the firm paid Mr. Steele ? 

Mr. Duptery. Sir, I have wondered ever since. 

Senator Futsrigntr. What is that ? 

Mr. Duptey. I have often wondered that ever since. 

Senator Futprientr. You have often wondered / 

Mr. Duptey. Yes. 

Senator Futsrienr. Did you not have a reason for it? Why did 
vou do that? 
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Mr. Duprey. I think if I understand your question it is that in 
paying one-third of Mr. Steele’s salary— 

Senator Fucerientr. You paid that personally / 

Mr. Dup.ey. Personally, that is right. 

Senator Fuusrieutr. Are you a member of the firm ? 

Mr. Duprey. Yes, sir. So in addition to that I was paying some 
percentage of what the firm was paying. 

Senator Futsrientr. What percentage; how much do you partici- 
pate in the firm’s business ‘ 

Mr. Duprey. Yes, sir. 

Senator Futsricnr. How much I say? Is that a third? 

Mr. Dup.iey. What is that, si 

Senator Futsrientr. Do you participate as much as a third in the 
firm’s business? 

Mr. Dupiry. No, sir. At the time— 

Senator Futsricur. Whatever that is. 

Mr. Duprey. At the time I think that I was receiving 5 percent. 

Senator Funtsrigutr. Why did you bear more than anyone else of 
the cost of Mr. Steele's 

Mr. Duptey. As I say, I frequently wondered about the wisdom 
of paying more than a third of it since then. 

Senator Futsricutr. Are you to leave the impression that Mr. Casey 
and Mr. Rosenbaum outtraded you a little on this deal ? 

Mr. Duptey. Well, possibly so, but I do not think there was any 
attempt to take any advantage of me. 

Senator Futsricgur. You have my sympathy. I think I would have 
a hard time myself. 

Senator Carruarr. Mr. Dudley, how did you ever expect to get 
your money back? How did you expect to get your money ces “k 4 
You were paying a third of $15,000 a year. That is $5,000. What 
sort of arrangements do you have with the Rosenbaum firm that 
would allow you to get a nickel of that back / 

Mr. Dupuey. First of all, let me explain: My relationship with the 
firm, since I became associated with it in, I think it is ae r of 
1946, I started off on no percentage at all, just a split-fee arrangement 
negotiating on each case as it came along. | think In 1948 my per- 
centage of the firm was 214 » percent, plus spec ial arrangements. In 
1949, I think it was 5 percent, and this year it has been 10 percent. 
So that I would say my basic percentage is the basic percentage of 
the firm’s revenue after its expenses, plus certain bonus arrangements 
that I have received from time to time. 

When we start to answer your question further, Senator Capehart, 
and this is somewhat from memory, I think at the time we made the 
arrangement for me to take a third of Mr. Steele’s salary, and the 
firm to take a third of it and Mr. Casey, that we were going—I was 
going to receive supplemental bonus arrangements with respect to 
RFC and other cases as I had in the past, so I expected to get the 
money back that I was paying to Mr. Steele from bonuses that I 
would receive in the future. 

Senator Bennerr. In other words, Mr. Dudley, the firm paid two- 
thirds of Steele's salary but they paid it to you first as a bonus, and 
you in turn turned it over to him. 

Mr. Dupiry. No, no, sir. The firm wrote out a check each month 
for $1,250. Then each month I would pay— write out a check to the 
firm for $416.66. 
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Senator Bennetr. But you expected to get that back from a special 
bonus. You just testified to that. 

Mr. Duprey. Yes, certainly. 

Senator Bennett. So in effect the firm paid two-thirds of Steele’s 
salary and they used you as a transmission line for $416 of it, paying 
it to you first as a special bonus, and then you paid it to Steele. 

Mr. Duper. No, the bonuses were all going to come in a matter 
of results. They were not being referred to » when I was paying it back. 
It was only because we had at “the time we entered into the arr: ange- 
ment we h: ad 8 or 10 RFC matters which were important and which 
were promising, and I expected 

Senator Futsrient. Did you know Mr. Hise very well ? 

Mr. Dupiry. Well, reasonably well. I think IT went to his office 
during the course of the past couple of years on six or eight occasions 
I would guess. 

Senator Futsricutr. You are quite certain, though, about this con- 
versation ? 

Mr. Duprey. I certainly am, sir. 

Senator Funsrieur. But you cannot be more specific, and you think 
it was just before the letter of resignation ¢ 

Mr. Duprey. I think it was just before the letter of resignation. 

Senator Carenart. What work did Mr. Steele do for you after you 
started paying him? What RFC accounts did he help you secure? 

Mr. Dupiey. He did not help us secure any accounts, sir. He 
worked on those that we had. He is one of the best men T have seen. 

Senator Carenmartr. What were some of the accounts that he worked 
on ¢ 

Mr. Duprey. I think he worked on the Anemostat Corp. of America 
loan. 

Senator Caremart. Was the loan successful ? 

Mr. Duptey. Unfortunately not. It is one case which T still in- 
sist the RFC ought to have approved. We have had that thing up 
about five times. I am convinced the company has never lost money 
since 1936 and ought to be entitled to an RFC loan, but T have never 
been able to convince anybody on the RFC that they should. 

He worked on American Fixture 

Senator Carrnarr. What else did he de? Do you have a list of 
them there? 

Mr. Duptey. This list—— 

Senator Caremarr. Is that the list that Mr. Casey gave us? 

Mr. Duprey. Yes, sir. 

Senator Caprnartr. I see. Those are the ones he worked on? 

Mr. Duptey. I do not think he worked on some of them here. I 
think he worked on all but two. First of all, Crown Jewelware never 
materialized, I do not think, into a loan application. 

Callahan Zine-Lead did not involve a loan application. Tt was 
something that T handled personally, and was not a loan. Tam sure 
he had nothing to do with that. I think he did work on more than 
one aspect of the balance of them. He worked on other cases, too, 
that we had after this time. 

Mr. Steele, I would like to comment, is one of the best men working 
out pro forma balance sheets with projections and things that have 
to do with figures. T am not an accountant, T have learned a great 
deal from my contact with people in the RFC all the way from the 
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agencies to Directors. | have learned an awful lot about what makes 
a good loan and what the RFC looks for in determining whether they 
shall or shall not make a loan, but on pro forma balance sheets, p 


ro 
jections and those things, the Halls Accounting Principles, on which 
I am not too well qualified. I think I know how to put together a good 
REC loan application, and I think that people in the RFC who have 
seen our work will say that we come in as well prepared as any loa 
applications from any section of the « ountry. 

Senator Futsrienr. Mr. Dudley, did you tell Mr. Hise, when you 
went to see him, that you intended to employ Mr. Steele; is that what 
you came to talk to him about ¢ 


Mr. Duprey. I think I told him ve were contel ) Tine ring My 
Steele, but I wanted—Mr. Rosenbaum and Mr. Casey snd myself felt 
that he should be advised of our intentions to discuss the matte 
formally with him. 

Senator Futsricur. Mr. Dudley, I] wish you would comment o1 


this statement. This is an affidavit sworn to by Mr. Harley Hise, 


11) 


State of California, city and county of San Francisco. It says: 
Harley Hise, being tirst duly sworn, deposes and says: that the following ar 
his answers to the questions and other matters set out in the air-muil lette 


to him from United States Senator Hon. J. W. Fulbright dated Washingtor 
Lb. C., March 6, 1951. 
There are a number of questions, and I will put all this 


record, but this is the comment which is particularly pertinent to the 
matter we are discussing. At the end of the questions he puts: 


GENERAL COMMENTS: Under date of October 11, 1949, I wrote a letter to Mr 
Hubert Bb. Steele commenting on his resignation that was to become effective on 
October 14, 1949. At the time this letter was written I had no knowledge that 
Mr. Steele expected to be employed by the law firm of Goodwin, 
Meacham & Bailen. Mr. Steele had come to my office and requested that I 
write a letter for him and the letter was written merely to commend a capable 


examiner who had been in Government service for more than 20 1 who 


Rosenbaui, 


years ane 
was leaving the service to go into business for himself. 
Summarizing: 
(1) Mr. Steele requested the letter. 
(2) I felt he was entitled to it because of long and thful service 
(3) I did not know that he was to be employed by Goodwin, 
Meacham & Bailen. 
(4) I did not know that the law firm of Goodwin, Rosenbaum, Meacham 
& Bailen represented the loan applicant, the Central Iron & Steel Co. 


Rosenbaum, 


Mr. Duptry. Do you wish me to comment on that, sir? 
Senator Futsricut, Yes. 

I want to pul this entire letter into the record at this point 
(The letter referred to follows:) 


AFFIDAVIT 
STATE OF CALTFORNTA, 


City and County of San Francisco, ss: 
Harley Hise, being first duly sworn, deposes and says: that 
his answer to the questions and other matters set out in the air-mail letter 


to him from United States Senator Hon. a. W. Fulbright. dated Wash ngton, 
D. C., March 6, 1951. 


Question No. 1. Do you know Robert W. Dudley? 


the follow ing nre 


Answer. I do not recall ever seeing or talking to Robert W. Dudley I do not 
know him. 

Question No. 2. How long have you known him? 

Answer. As stated above, I do not know the gentleman However, if the 


records show that he came to my office he must 


have done so I do not have 
any recollection of any call. 
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Question No. 3. Did you know that the firm of Goodwin, Rosenbaum, Meacham 
& Bailen were the attorneys for Central Iron & Steel in connection with that 
company’s application for an RFC loan? 

Answer. I did not. While the application may have shown this to be true, 
I never saw the application myself. The practice in the consideration of 
applications by the RFC staff was to have all applications considered and 
fully processed by the loan examiners in the Office of Loans. Subsequently the 
applications were considered by the review committee and the review com- 
mittee’s conclusions and recommendations were presented to the Board. The 
applications themselves were never at any time before the Board. 

Question No. 4. Did you know that Mr. Dudley was associated with the law firm 
of Goodwin, Rosenbaum, Meacham & Bailen, of Washington, D. C.? 

Answer. I did not. 

Question No. 5. Do you know Joseph E. Casey? 

Answer. Yes. 

Question No. 6. Did you know that Joseph Casey was associated with the firm 
of Goodwin, Rosenbaum, Meacham & Bailen? 

Answer. I did not. 

Question No. 7. Did you ever discuss the Central [ron & Steel Co. loan with Mr. 
Dudley? With Mr. Casey? With any other person who, to your knowledge or 
information, was in any way connected with the firm of Goodwin, Rosenbaum, 
Meacham & Bailen? 

Answer. I do not recall having ever discussed the Central Iron & Steel Co. with 
Mr. Dudley or with Mr. Casey or with any other person connected with the law 
tirm of Goodwin, Rosenbaum, Meacham & Bailen. 

Question No. 8. Did you ever discuss with Mr. Steele and Mr. Dudley or either 
ef them, the contemplated employment of Mr. Steele by Goodwin, Rosenbaum, 
Meacham & Bailen? 

Answer. I did not. It was my understanding that he was going to open his 
own office as a consultant. I did not know until after he had left the RFC of his 
employment by Goodwin, Rosenbaum, Meacham « Bailen. 

Question No. 9. If you had any such discussion as is referred to in question No. 
8, what was the substance of the discussion? Was any reference made to the 
propriety of Steele going to work for Goodwin, Rosenbaum, Meacham & Bailen 
since he had acted as RFC examiner on the loan application of Central Iron & 
Steel Co.? If the question of propriety was not raised, what did you consider the 
purpose of the discussion to be? 

Answer. I had no such discussion as mentioned in question No. 8 next above. 

Question No. 10. In view of the material contained in the RFC files (prior to 
Steele’s separation from the RFC) showing that Goodwin, Rosenbaum, Meacham 
& Bailen were the attorneys for the Central Iron & Steel Co. in connection with 
that company’s loan application, how do you explain your lack of knowledge of 
that relationship ? 

Answer. I had no information from the Corporation’s records or otherwise that 
suggested to me any contemplated relationship between Mr. Steele and the law 
tirm of Goodwin, Rosenbaum, Meacham & Bailen. 


GENERAL COMMENTS 


Under date of October 11, 1949, I wrote a letter to Mr. Hubert B. Steele com- 
menting on his resignation that was to become effective on October 14, 1949. 
At the time this letter was written I had no knowledge that Mr. Steele expected 
to be employed by the law firm of Goodwin, Resenbaum, Meacham & Bailen. Mr. 
Steele had come to my office and requested that I write a letter for him and the 
letter was written merely to commend a capable examiner who had been in 
Government service for more than 20 years and who was leaving the service to 
go into business for himself, 

Summarizing: 

(1) Mr. Steele requested the letter. 
(2) I felt he was entitled to it because of long and faithful service. 
(3) I did not know that he was to be employed by Goodwin, Rosenbaum, 
Meacham & Bailen. 
(4) I did not know that the law firm of Goodwin, Rosenbaum, Meacham & 
Bailen represented the loan applicant, the Central Iron & Steel Co. 


Hartey Hise. 


Subscribed and sworn to before me, ——-—- ————, a notary public in and for 
the city and county of San Francisco, State of California, this 10th day of 
March 1951. 
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Mr. Dun.ey. All I can say, sir, is Mr. Hise is a very busy man and 
I think he probably forgot, but I certainly went and talked a him. 
It might be possible, sir, for you to check the office entries. I do not 
know whether his secretary made a habit of making office entries, but 
it is perfectly possible that. she did make a notation and Mr. Steele 
and I spent that time with Mr. Hise, but I certainly had the conversa- 
tion, and the conversation was along the lines that I previously tes- 
tified to. 

Senator Fu.erient. One other matter. I want to point out that 
Mr. Hise’s letter, to which the affidavit refers, was put into the record 
this morning at Mr. Casey’s request. 

(The letter referred to appears at p. 1463.) 

Senator Futpricut. One other point; this $5,000 down payment on 
salary seems to me a rather unusual thing. Can you enlighten us a 
little more about that / 

Mr. Duptey. The only thing I have to say about that is Mr. Steele 
said he had to buy furniture, he was setting up his office with Mr. Rib- 
enack, that he wanted the $5,000, would we pay it to him? So we 
said we would. It is just as simple as that. 

Senator Futsricut. Was Mr. Ribenack already in business? 

Mr. Duptey. Mr. Ribenack, I think, was in business. I had not 
met him at that time. 

Senator Futsricut. He was in business at the time, was he not? 

Mr. Duptey. I think so, sir. 

It was my understanding about Mr. Ribenack that he was a former 
RFC employee who was retired some time around the age of 70 to go 
into business for himself. 

Senator Futsrieur. Mr. Dudley, did you employ Mr. Steele’s daugh- 
ter about this time? 

Mr. Duprey. No, sir. I do not know what the arrangements were 
on employing Mr. Steele’s daughter. 

Senator FutsricHr. Who knows about that? Mr. Rosenbaum, did 
you employ Mr. Steele’s daughter at this time ? 


TESTIMONY OF JOSEPH H. ROSENBAUM, ATTORNEY, WASHINGTON, 
D. C.—Resumed 


Mr. Rosensnaum. Our firm employed her. In October 1949? 

Senator Fu.sricur. Yes. 

Mr. Rosensaum. It is my recollection she came with us in April 
1950, but I could check it. 

Senator Fursricur. April 1950? 

Mr. Rosensaum. Yes, sir. 

Senator Fu.sricnt. Do you know for whom she was working in 
October 1949? 

Mr. Rosensaum. She was working for Mr. Young. 

Senator Futsricur. Mr. Merl Young? 

Mr. Rosenpaum. Yes, sir. 

Senator Futprigutr. And she was working with him until she came 
to you about April 1950; is that right? 

Mr. Rosensavum. I think it is about April 1950. 

Senator Futsricut. Does she still work for you? 

Mr. Rosensaum. No, sir. 
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Senator Futsricut. Where does she work ? 

Mr. Rosennaum. I don’t know. 

Senator Futrricur. Does she work in your New York office? 

Mr. Rosenspaum. No, sir. She worked up there for a few months 
and then she left to go to California. 

Senator Futsrienur. Do you know when that was? 

Mr. Rosensaum. Oh, within the last couple of months. 

Senator Futsrieutr. The last couple of months / 

Mr. Rosensaum. Yes. 

Senator Futsrienr. Is that New York office an office of your firm or 
your father’s office ? 

Mr. Rosensnaum. No, that is an office of our firm. 

Senator F'utsrienr. It is an office of your firm / 

Mr. Rosensnaum. That is right, sir. 

Senator FutsriGur. She was still working for you, only in the New 
York office ¢ 

Mr. Rosensaum. That is right. 

Senator Futsrient. Mr. Rosenbaum, could you tell us about the fees 
which you collected from the Central Iron & Steel Co. ? 

Mr. Rosensaum. We never collected any fees from Central Iron & 
Steel Co. 

Senator Futsrienr. You never collected any from Central Iron & 
Steel / 

Mr. Rosensatm. Not that I reeall. 

Senator Futsricur. You collected all that you might have collected 
in connection with them from Barium; is that correct ? 

Mr. Rosennacm. Let me explain our arrangement, Senator. 

Senator Futsrieur. All right. 

Mr. Rosennaum. We were first retained by Barium, that is the hold- 
Ing company, in 1947 and we worked under the usual basis of 
monthly retainer with an agreement that if the time spent by the 
firm on mattors of the company and its subsidiaries exceeded the stipu- 
lated retainer then there would be an adjustment in the fees from 
time to time. 

In 1947 we received additional compensation above the retainer in 
the sum of $27,850. That is above our stipulated monthly retainer. 

Senator Futsrigur. What was the stipulated monthly retainer / 

Mr. Rosenpaum. At that time it was $500 a month. 

Senator Futericnr. That is 1947? 

Mr. Rosenpaum. 1947. 

In 1948 we received, above the stipulated amount of the retainer, 
$19.395 above the retainer. That is in 1948. 

In 1949 we received above the stipulated amount of the retainer 
25.000. 

Senator Futsrient. Is the retainer still $500 a month ? 

Mr. Rosenraum. No, sir; the retainer is, at the present time, it has 
been, oh, for quite a while, $2,470 a month. I think since some time 
in 1948, the middle of 1948. 

In 1950 we received $10,500 above the retainer. 

Senator Fursrieutr. The retainer of what / 

Mr. Rosenpaum. The same amount, $2,470, so that historically 
since 1947 we have worked on a retainer plus additional compensation 
from the parent corporation, depending on the volume of work which 
we do for the parent corporation and its subsidiaries. So that you 
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may understand the picture we have active matters, tax matters for 
15 companies in the-— 

Senator Fursricur. Tell me, how did you figure Mr. Casey’s 20 
percent of the fee for the Central Iron - Steel Co. 

Mr. Rosenpaum. Well, 1 think Mr. Casey—the 20 percent arose at a 
later date. I would like to state the ka. ion there. 

In connection with our arrangement with Barium after we finished 
the year, it was during the middle of the year, I oe our work was 
running very, very heavy, and at that time when Mr. Casey handled 
the REC matters there was no 20- percent arrangement with Mr. 
Casey. The 20-percent arrangement arose late, I should say, in 1949, 
and the reason it arose was because otherwise it meant that we nego- 
tiated a se parate Case on eac ‘th case, so that when this Central [ron 
& Steel loan matter came up there was no 20-percent arrangement 
with Mr. Casey. That came in later. 

Senator FuLsricut. How do you explain Mr. Casey thinking there 
was’ It seems to me you all should have gotten together on this. 
He thought there was a 20-percent. He testified this morning. You 
wer here, were you not‘ 

Mr. Rosenpaum. Oh, yes. 

Senator Futsricur. Are you saying that he was in error in his 
testimony ¢ 

Mr. Rosenspaum. His memory must have been faulty on that. 

Mr. Casry. Gentlemen, I admit my error in that respect. 

Senator Futerignut. Was Mr. Casey in error when he told the com- 
mittee that his 20 percent amounted to $12,000 ¢ 

Mr. Rosenpactm. Yes. 

Senator Futpriegntr. Did he get the $12,000 ? 

Mr. Rosennaum. From our fees arising out of the Barium group? 

Senator Fu.sricnt. Yes. 

Mr. Rosenvaum. In 1949? 

Senator Fu.srieut. Yes. 

Mr. Rosennaum. That is about right. 

Senator Funericur. Oh, he did get the $12,000? 

Mr. RosenBpaum. From our fees; ves, sir. 

Senator Funprmur. I mean for this Central Iron & Steel: is that 
right ¢ 

Mr. Rosenraum. Well, for various work he did for the Barium 
group. 

Senator Futsrieut. All right, but now, this morning when he said 
he received $12,000, I thought that that was substantially more than 
20 percent of what vou got. 

Mr. Rosenpnaum. That is right. 

Senator Kr LERIGHT. So there is no other Way of reconelling it than 
to abandon the 20 percent. 

Mr. Rosenpaum. The 20-percent deal, Senator, came in later. That 
was not at this time. You see at this time we were operating on a 
basis that we negotiate with Mr. Casey on the fee. Naturally, we 
wanted to pay him as little as possible and he would ask for as much 
as possible. 

Senator Futsrient. T thought he said this morning he trusted you 
people and he accepted whatever vou gave him. At ha he left that 
impression with me. 
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Mr. Rosensaum. I think you are now relating the fact as to whether 
or not—the statement you made this morning, he received the 20 
percent in all of the cases, and then you raised the question of Mr. 
Buckley’s participation. That had nothing to do with this matter. 

Senator Fursricur. It had nothing to do with it? In other words, 
in arriving at the $12,000 you gave Mr. C asey, you paid no attention 
at all to Mr. Bue kley’s part or the fee you got from Central Iron & 
Steel. You just paid him? 

Mr. Rosensaum. We did not get any fee from Central Tron & Steel, 
Senator. 

Senator Futsriegur. You know, Mr. Rosenbaum, that a certain part 
of the amount which Barium paid to you was allocated on their books 
to Central, do you not? 

Mr. Rosennaum. I have heard that since; yes, sir. 

Senator Futsricut. 1 will read you a pa anh from the RF¢ 
statement given to the committee, I think, by the Philadelphia agenc v. 
lt says: 

We are advised that they 
that is, the Rosenbaum firm.— 
were on a retainer from Barium of $29,640 per year, of which $11,856 was 
allocated to Central as part of the management fees charged by Barium to 
Central. Books of Central indicate that in September 1949, Goodwin, Rosenbaum, 
leacham & Bailen were paid $22,500 which, we are informed was for past serv- 
ices in connection with tax matters. 

Mr. Rosenspaum. Not by Central, Senator. 

Senator Futsrienr. By Barium? 

Mr. Rosensaum. That is right. 

Senator Fuisricutr. But the books of Central indicate that they 
paid you $22,500 in September, is that right? Are you sure that you 
did not receive anything from Central ? 

Mr. Rosenpaum. Yes. I havea list of every check we received from 
Barium or any of its subsidiaries, and there is no check from Central. 
Senator Fuvsricur. In September? 

Mr. Rosennaum. Yes. 

Senator Futsricut. Is there one there from Barium for $22,500? 
Mr. Rosennaum. No, sir. 

Senator Futsriegnt. Or for any amount similar to that ? 

Mr. Rosennaum. Yes, sir. There is $25,000 in September 1950 from 
arium. 

Senator Fursricnt. No: I am talking about September 1949. 
Mr. Rosensacm. 1949, that is right. 

Senator Futsrieut. You said 1950. 

Mr. Rosennacum. I am sorry, I was mistaken. You see, we would 

t know the internal allocations, Senator, that the company makes. 
Se nator Fursrient. If $22,500 shows on Central’s books as having 
been pee to you in September 1949, would that have been included 
: the $25,000 that you had been paid by Barium? Would not that 
be the expl: nation? 

Mr. Rosensaum. Well, Senator, there cannot be an entry in Cen- 
tral’s books if there is $22,000 paid to us, because Central never paid 
It to us. 

Senator Carenartr. Barium paid the money. 

Senator Futsricur. That is right. 
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Senator Carruarr. And charged it to Central. 

Mr. Rosensaum. We would not know that, Senator. 

Senator Carenartr. You would not know that ¢ 

Mr. Rosensaum. That is right. 

Senator Frear. Do you do the tax work for Barium ? 

Mr. Rosensaum. Barium and 15 subsidiaries. 

Senator Frrar. And you would not know how it was charged on 
Barium’s books ¢ 

Mr. Rosennaum. Not at the time they made the charges; no, sir. 

Senator Frear. Do you examine the books when you make up the 
tax returns ¢ 

Mr. Rosenpaum. No, sir; we don’t make out their tax returns. 

Senator Frear. You just advise them on tax matters / 

Mr. Rosenspaum. No, sir. You see, what happens is this: 

Each of these companies has had the years come up for audit by 
the revenue agents, and we go over those, and that would be, say, the 
years 1942, 1943, 1944, 1945, 1946, 1947; they are up to about 1947 
now, and then we go over those audits with the revenue agents and 
work down the various items. We do not prepare the returns. That 
is done by their accountants. 

Senator Frear. You see the audits, do you not, sir? 

Mr. Rosensaum. The audits of the different companies ? 

Senator Frear. Barium and its subsidiaries. 

Mr. Rosenpaum. No; we would not necessarily be informed of the 
current audits. You see, we would only be called in if a tax problem 
arose in connection with one of the companies. Now, we have—or in 
connection with the consolidated return of Barium which we review. 
But we do not do the bookkeeping work; we are not accountants. 

Senator Frear. Yes: on this retainer fee that you received from 
Barium with the extra compensation, does that include any tax work ¢ 

Mr. Rosenspaum. Senator, as I pointed out, we received $27,000 
extra in 1947. There was no RFC loan in 1947. We received $19,000 
in 1948. There was no RFC— 

Senator Frear. Was any of that tax work? 

Mr. Rosenspaum. That is all tax work. 

Senator Frear. All tax work? 

Mr. Rosenpaum. Yes. 

Senator Frear. You do not have the advantage of seeing the audit 
reports and you do not see their books ¢ 

Mr. Rosensaum. Do not see what auditors ? 

Senator Frear. Do you not examine the c. p. a.’s audit when he 
comes down to you and makes out the tax return / 

Mr. Rosennaum. We do not make the tax returns with him. 

Senator Frear. Well, what is the tax problem? 

Mr. Rosennaum. I just explained that, Senator. 

Senator Frear. I guess I am a little thick; you will probably have 
to tell me again. 

Mr. Rosensaum. Our work is not making out tax returns. We do 
not make out tax returns. 

Senator Frear. Do you adjust tax returns? 

Mr. Rosensaum. No, sir. 

Senator Frear. Well, what do you do? 

Mr. Rosennaum. Before they are filed ? 

Senator Frear. Yes. 
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Mr. Rosensaum. We go over the consolidated return of Barium, 
that is, taking all of the 15 companies, and we review the legal prin- 
ciples involved in making the adjustments. Then for each of the com- 
panies, if they have a proposed tax-deficiency problem, or a tax-refund 
problem, we would handle that. For instance, we did the audit for 
Central Iron & Steel. We worked on that, which would probably run 
through 1946 or 1947. That is where the revenue agent comes in, 
and he audits the returns and raises certain questions. We have also 
handled the section 722 refund claim for Central Iron & Steel. That 
is the refund arising from adjustments of the excess-profits tax during, 
or prior to, the year oe and prior. 

Senator Frear. All of this work you have been paid for in tax 
matters, you could do w chow having to see the auditor’s statement ¢ 

Mr. Rosennaum. You mean the current auditor’s statements like, 
say, for 1949 and 1950? 

Senator Frear. Yes. 

Mr. Rosensaum. We have very little to do with past tax returns, you 
know, with the audits for previous vears. 

Senator Frear. Is Mr. Steele pretty well qualified for making out 
tax returns‘ 

Mr. Rosensaum. I would not have the faintest idea. I doubt if he 
would be. He does not work on any of our tax matters, 

Senator Frear. They say he is pretty tough on behalf of Govern 
ment. I do not suppose you would want him to work on those, 
would vou 4 

Mr. Rosennaum. Well, sir, tax matters, especially corporate tax 
matters, are a very highly skilled field. 

Senator Frear. I understand that. I gathered that from what the 
testimony has been here. 

Mr. Rosenspaum. Mr. Steele would not be trained sufficiently in that 
field to be helpful. 

Senator Frear. Thank you. 

Senator Futsricur. Mr. Rosenbaum, if that $22,500, which, at least 
according to the Philadelphia agency of the RFC, shows on the Cen 
tral’s books as having been paid to you—let us assume it had been 
paid—would you consider that a reasonably fair share of the amount 
which you got from Barium as allocated to Central? I mean, would 
that have been a fair allocation to Central for the work that you did? 

Mr. Rosensaum. In connection with Central ? 

Senator Futsricur. Yes. 

Mr. Rosrnnaum. It is very hard to answer that question, Senator. 
I will have to study—— 

Senator Futsrient. Central Iron & Steel isa principal subsidiary of 
Barium, is it not, the best one? 

Mr. Rosennaum. It is the biggest one, that is right. 

Senator Fursrieur. It contributes most of its assets and earnings; 
is that not right ? 

Mr. Rosenraum. I believe that is correct, yes, sir. 

Senator Futsrientr. Well, I was wondering if the $22,500, if that 


1 


does show on their books—— 
Mr. Rosenpaum. I think you could check that very quickly, Senator. 
Senator Funsrienr. It could have been paid to Barium and then 
they relayed it on to you. It could have happened that way. 
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Mr. Rosenspaum. Yes. But I think you can check that very quickly 
if you go up there. 

Senator Fu.tsricut. Was that all for tax work / 

Mr. RosENBAUM. No, sir. I do not know how they made the allo- 
cation internally. I mean, they do not consult us about that. 

Senator Futsricut. I thought maybe we could throw some light on 
this question of who finally paid the fees because the relationship be- 
tween Central Iron & Steel and Barium is quite significant in consid- 
ering this loan, and the treatment that Barium has given to Central 
Lron & Steel prior to the loan I think, is very significant. 

Tell me, did Mr. Buckley, in 1949, receive half of the $25,000 that 
you received / 

Mr. Rosenspaum. No, sir. 

Senator Futsricgnur. Was he then under this agreement for half of 
the fee / 

Mr. Rosensaum. I think that agreement was changed during the 
vear LO49, because he was not participating in the work, and he is now 
down to 124i, percent. 

Senator Futsrignt. What did Mr. Buckley say when you changed 
it from 50 percent to 1214 percent 4 

Mr. Rosensacm. Well, I just explained that it had to be based 
on some division of work: at least that was the theory of the divi- 
sion of the fee. 

Senator Fuusricur. I thought you were paying him a finder’s fee. 

Mr. Rosenspaum. Well, Senator, Mr. Buckley is a lawyer. There 
is not a question of finder’s fees. This is a question of division of 
feess between lawyers. 

Senator Futsriegntr. When he brought you the account in the first 
place in the first year did he do any work on it ? 

Mr. Rosenpaum. He did a little work, and he was supposed to 
part icipate to the extent of 50 percent, which he did. 

Senator Carenartr. Is he not also a director of Barium Steel / 

Mr. Rosennaum. No, sir. 

Senator Carenarr. Central Steel & Iron? 

Mr. Rosensaum. No, sir. He was neither an officer or 
of Barium or any of its subsidiaries. 

Senator Furiprienr. How did it happen that this payment of 
$25,000 was made in September 1949? Is that the end of your fiseal 
year or their fiscal vear ¢ 

Mr. Rosennaum. No; I think the company was pleased, and we 
were running very heavy on our time charges. 

Senator Futpricntr. Pleased with what ? 

Mr. Rosensaum. Psychologically, the fact that they had gotten 
this loan. 

Senator Futsricutr. It was right after they got the loan? 

Mr. Rosennaum. No. The loan was gotten on June 3. Senator. 


° 
airector 


Senator Fursricutr. That was the first loan. but the second loan 
was September 16, 1949: was it not ? 

Mr. Rosenrnaum. I do not think the second loan was ever disbursed. 

Senator Fursrientr. The first one had not been disbursed at this 


time, had it? 


Mr. Rosenpavum. I think disbursement had been made on the fir 


if | 
loan, 
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Senator Futsricut. I do not think that is right. 

Mr. Rosensaum. There was about a million disbursed out of the 
first loan, and I am not sure what the date was. 

Senator Futsriegut. I think you will find that no disbursement was 
made at that time, and the second loan was approved on September 
16. Here is the chronological note: 

Washington review committee recommended decline, but Washington Exam- 
iner Steele approved—application approved for $1,650,000 by minority of the 
Board—three Directors were present: Willett and Hise voted “Yes”; Dunham 
voted “No.” 

The first one had not been disbursed. 

Mr. Rosensnaum. Was not the first disbursement made about Sep- 
tember 15, something like that, roughly around there? 

Senator Fuusricut. I do not think it had been made on the 16th, 
but it may have been after that. 

Mr. Rosenraum. It was, roughly, right around there, I think. I 
think it was about $1,100,000. 

Senator Futsrieutr. Then they paid the $25,000—— 

Mr. Rosensaum. No, we asked them for additional compensation 
in accordance with our usual practice. 

Senator Funsricur. Do you take these loan applications on a con 
tingency basis 

Mr. Rosennaum. No, sir, I would not say that, no. We take them 
on a time-charge basis. 

Senator Funtsrienr. If you are successful, as you were in this case, 
would you get a larger fee than you otherwise would have? 

Mr. Rosennaum. Well, that deals with an intangible factor. Our 
relations with the company are based upon the amount of time we 
spent on any matter for the company or any of its subsidiaries. 
Naturally, people feel happier if you do a good job. 

Senator Futsricur. Well, that is human nature, I guess. 

Have you had many steel companies as your clients / 

Mr. Rosensaum. Well, we handled the Government work for New- 
port Steel. 

Senator Futsricur. These are companies that are not affiliated with 
the Barium group? 

Mr. Rosensaum. Newport Steel has nothing to do with the Barium 
group at all. 

Senator Futsricut. What is the Newport Steel? Where is it, 
Newport News? 

Mr. Rosensaum. Newport, Ky. 

Senator Futsricut. Is it an independent company ? 

Mr. Rosenpaum. Yes, sir. 

Senator Futsricnur. How large is it? 

Mr. Rosenpacm. Oh, the last time I saw their balance sheet they 
had a current ratio of about 11 to 3, 11 million to 3 million; they had 
plants—this is roughly from memory—lI should say 15 million. 

Senator Fursrient. They had an RFC loan? 

Mr, Rosexsaum. No, sir. They filed an application, but they never 
did anything with it. They did not process it. 

Senator Futericnr. Is it a fabricator or is it producing pig iron? 

Mr. Rosenpaum. Well, I am not a steel expert exactly. I think the 
statement this morning that Central Iron & Steel does not produce 
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ingots is not correct. It is my understanding they produce ingots 
and billets, Central Iron & Steel. 

Newport was a sheet mill, and Central Iron & Steel is a plate mill. 
That is the difference, but I do think that the Central Iron & Steel 
people do produce ingots out of which they make the billets out of 
which they make the pli ite. 

Senator Futsricut. Do they purchase the pig iron—do they have 
blast furnaces, do they reduce the ore to pig ath ‘ 

Mr. Rosennaum. I think the »y do that now; yes. 

Senator Futsricur. Where do they do thet 4 

Mr. Rosensaum. Well, I do not want to be held to this, but I think 
they are operating in Chester, Pa. 

Senator Futsricnur. That was apparently bought subsequent to this 
loan negotiation; is that — ; 

Mr. Rosenpaum. Yes, si 

Senator Fu.prieut. An allied company; is that right? 

Mr. Rosensaum. They bought it afterward. 

Senator Futsrienr. That happened after this transaction we are 
discussing. 

Mr. Rosensaum. That is right: yes. 

Senator Fu.tsriaut. You are not a steel expert, then. 

Mr. Rosennaum. Hardly. 

Senator Fu.sricgur. Have you ever had any business dealings with 
Central Iron & Steel other than your dealings as attorney-client ? 

Mr. Rosenpaum. Yes, sir. . 

Senator Futsrienr. You have’ What were those dealings? 

Mr. Rosenspaum. Well, Atlantic Basin Iron Works had some deal- 
ings with Central Iron & Steel. 

Senator Futsricgntr. What were those dealings ? 

Mr. Rosensaum. They bought some steel from Central Iron & Steel 
and sold it. 

Senator FuuspriGut. Is that in the memorandum that you gave us? 

Mr. Rosenraum. That is covered in the memorandum: ves. sir. 

Senator Futsricnr. How much steel did they buy from Central 
Iron & Steel? ; F 

Mr. Rosenspaum. I think about 2,500 tons. 

Senator Futsricnt. When did they buy it? 

Mr. Rosennaum. I shoul bias September or October 1950. 

Senator Futsrigur. 1950 / 

Mr. Rosenspaum. 1950. 

Senator Futsricur. They bought that directly. You 
it yourself, ; ; 

Mr. Rosenpaum. No, sir; they bought it. I think the contract is 
between Atlantic Basin and Central Iron & Steel. 

Senator Futspriant. Did you ever buy 
count ¢ ; ' 

Mr. Rosrensaum. Not that I can recall. 

Senator Futsricnt. You never bought or sold any steel on your own 
account ¢ F 

Mr. Rosensaum. You mean personally ? 

Senator Futsrienr. Yes. 

Mr. Rosennaum. I am sure—— 

Senator Futsrient. Or your firm? 


did not buy 


any steel on your own ac- 
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Mr. Rosenrnaum. Well now, in connection with the Atlantic Basin 
transaction—I am not sure of this because I did not handle the trans- 
action—— 

Senator Futsrieutr. Who did handle it ? 

Mr. Rosensaum. My brother Frank. In that connection I am not 
sure as to whether the firm received a check in error or sent it back 
or not. I think we did. 

Senator Futsrieut. Your law firm ? 

Mr. Ros—enspaum. That is right. We returned the check. 

Senator Futsricut. From whom? From Atlantic Basin ? 

Mr. Rosensaum. No, sir: from Price [ron & Steel. 

Senator Futsricutr. From whom / 

Mr. Rosenspaum. Price Lron & Steel. 

Senator Futsriaut. What is that ? 

Mr. Rosennaum. That is a warehousing company. 

Senator Funtsricut. Where is it ? 

Mr. Rosenpaum. Chicago. 

Senator Futsrieur. Did that Price Iron & Steel purchase the 
2.500 tons ¢ 

Mr. Rosensaum. From Atlantie Basin. 

Senator Futsricutr. From Atlantic Basin ? 

Mr. Rosenpaum. Yes, sir 

Senator Futsricnur. And they sent the check to you ? 

Mr. Rosensnaum. That is right. 

Senator Futsrieutr. How did they happen to do that ? 

Mr. Rosennaum. I do not know, but we sent it back. We returned 
the check to them, rather. 


Senator Futspricntr. Well, there must have been some reason. They 


did not imagine this, did they? There was some reason for their 
sending it to you. 

Mr. Rosenpaum. Well, I never talked to the Price Iron & Steel 
people, Senator, so I cannot answer that. 

Senator Funsricut. Can you not give us some explanation why 
they sent you the check? Was it a sizable check ? 

Mr. Rosenpaum. Yes, sir: it was $20,000, 

Senator Funtprigutr. $20,000 ¢ 

Mr. Rosenpaum. Yes, sir. 

Senator Futsriaut. You would think those people would be careful 
where they sent 820,000. 

Mr. Rosenpaum. We sent them back $20,000. 

Senator Futericur. You sent it back. The same check? 

Mr. Rosensaum. No. We deposited it. 

Senator Futsricut. You deposited it ? 

Mr. Rosennacm. And then sent it back; yes, sir. 

Senator Futsricutr. Then you sent them your check? 

Mr. Rosennaum. That is right. 

Senator Futsrient. Why did you deposit it? Why did you not 
return the check they sent you? f 

Mr. Rosennaum. Well, I probab ly should have sent the check back, I 
do not know. We put it in the bank and then sent the check back. 

Senator Futsriegnutr. What was the date of that. do vou know ? 

Mr. _ npauM. I should say some time in September 1950. 

Senator Fuusricutr. Was the $20,000 the total value of the 2.500 
tons of steel ? 
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Mr. Rosenpaum. No, sir. 

Senator Futsricutr. It was not / 

Mr. Rosenpaum. No. 

Senator Futsrient. Then that was for only part of the 2.500 tons? 

Mr. Rosensaum. That is right. 

Senator Futsricnt. Where did you sell the rest of this steel ¢ 

Mr. Rosenspaum. Through Price. I think it was all sold through 
Price. 

Senator Funpricgur. What was the total amount that you sold? 

Mr. Rosenraum. In tonnage, in dollars ¢ 

Senator Futsricut. Both. 

Mr. Rosenpaum. I will have to furnish that, Senator, [ am not 
sure. J ; 

(The information requested is contained in the following letter 
dated March 22, 1951 :) 

GoopwIN, RosSENBAUM, MEACHAM & BAILEN, 
Washington 6, D. C., March 22, 1951. 
SUBCOMMITTEE ON RECONSTRUCTION FINANCE CORPORATION, 
Room 11-C, Senate Office Building, Washington 25, D. C 
(Attention: Mr. Theodore Herz.) 

Dear Str: Atlantic Basin Iron Works purchased 2,500 tons of steel plate from 
Central Iron & Steel Co. at the latter’s regular mill price of $77 per ton base for 
delivery at the rate of 500 tons per month. This contractual obligation of Atlan- 
tic Basin Iron Works, as any other corporate commitment, had behind it the 
company’s assets and credit. The company at all times had, and still has, assets 
in excess of $900,000 and a net worth in excess of $400,000, and has always met 
its obligations promptly. 

Price Iron & Steel Co., an established warehouser located in Chicago, pur- 
chased all of this steel from Atlantic Basin Ilron Works at $117 per ton base 
subject to the same delivery provisions. 

It is my understanding that Price Lron & Steel Co. sold all of this steel to regu- 
lar customers who are users of the product, principally the General Electric Co., 
Westinghouse Electric Co., and Caterpillar Tractor Co., all at the same standard 
price of $127 per ton base, which was the regular quoted price of Price Iron & 
Steel Co. for this type of steel at the time, and which was the same price at 
Which it made other sales of the same kind of steel to the same and similar cus- 
tomers at or about the same time. 

As of December 31, 1950, 1.375 tons of this steel had heen delivered. As of 
March 12, 1951, the date Joseph H. Rosenbaum, Esq., testified before your sub- 
committee on this matter, we are advised 2,125 tons of this steel had been 
delivered. 

Very truly yours, 
I’. N. ROSENBAUM. 

Senator Funrrientr. Could it be that there was any profit in that 
deal, and for that reason you were using this Atlantie Basin Iron 
Co. to take advantage of the application of loss carry-overs to this 
property ¢ 

Mr. Rosenraum. That might well apply, depending on what hap- 
pened on the Maracaibo transaction. 

Senator Fu.tsricnut. Was the money that you recovered from the 
sale of the steel, was that the money used to purchase the Maracaibo ? 

Mr. Rosennaum. No, sir. 

Senator Fursrienr. Was that the money that Mr. Merl Young 
borrowed ? 

Mr. RoseNBAUM. ] do not know how the funds are commingled in 
the Atlantic Basin account. Let me explain to vou: The Atlantie 
» . 3 . 

Basin people do not have to lend any money to anybody. 
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Senator Futsricur. Well, as I understand it, you purchased 2,500 
tons of steel from Central Lron & Steel. 

Mr. Rospnsaum. No; Atlantic Basin purchased it. 

Senator Fursricut. All right, Atlantic Basin purchased it from 
Central Iron & Steel, shortly after they got the RFC loan; is that 
right ¢ 

Mr. Rosenspaum. Oh, no, no, no, Senator. 

Senator Fu.tsricut. A year later? 

Mr. Rosensaum. More than a year later. 

Senator Futsricnr. Steel was very tight at that time, was it not? 
This is last fall, after Korea. 

Mr. Rosennaum. Yes; that is right. 

Senator Fuprienr. In fact, I read in the papers there was a gray 
market in steel. I do not mean your steel, but steel generally. 

Would you tell the committee, did you make a profit on the pur- 
chase and sale of this steel ? 

Mr. Rosensaum. You mean Atlantic Basin? 

Senator Futprient. Did Atlantic Basin? 

Mr. Rosennaum. Yes, sir. 

Senator Futsricutr. Could you tell how much? 

Mr. Rosensaum. I think the profit totaled about—that is, to At- 
lantic Basin—about $75,000 or $80,000. 

Senator Funtericur. So that that amount of money could well have 
been sufficient to cover the amount Mr. Young borrowed from Atlantic 
Basin, could it not? 

Mr. Rosenspaum. Oh, yes. I mean that amount of money would more 
than cover it. , 

Senator Futsrieur. Well, the other day we were looking for the 
source of the funds that Mr. Young got, and I think this throws some 
light on it. Iam sorry we did not think about it the other d: ay when 
we were asking you about it. 

Mr. Rosenzaum. Let me explain to you, Senator. They had no 
obligation to lend Mr. Young anything, because if the American 
Maracaibo shares, if they went down, then the profits might well have 
been wiped out and we would be responsible. 

Senator Futsricur. What is this American Maracaibo anyway ? 

Mr. Rosenzaum. Well, in Atlantic Basin there are 66,500 shares of 
American Maracaibo Corp. That is a stock listed on the Curb, the 
New York Curb Exchange, it is an oil company. 

Senator Futsricutr. An oil company ? 

Mr. Rosennaum. That is right. 

Senator Futpricutr. What is it listed at on the Curb? 

Mr. Rosensaum. You mean the present sale price ? 

Senator Futpricur. Yes. 

Mr. RoseNnsaum. About seven. 

Senator Futsricnr. What did Atlantic Basin pay for it? 

Mr. Rosenpaum. I should say about 514 would be my guess. 

Now, if that stock 





Senator Futsricur. Did you buy that before you took the option 
on the stock ? 

Mr. Rosenpaum. Before we took the stock—— 

Senator Futsricur. Before you took the option on Atlantic Basin. 

Mr. Rosenpaum. We bought it after. 
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Senator Futsrient. You bought the American Maracaibo stock? 

Mr. Rosensaum. That is, Atlantic Basin bought it. 

Senator Futsrieut. Did they pay for that in cash? 

Mr. Rosensaum. No, sir. The money to get th: at was borrowed. 

Senator Futsrienr. Oh. Who was it borrowed from / 

Mr. Rosensaum. It was borrowed from a client of ours: that is, we 
theoretically lent it to them, but it was actually borrowed from a 
client of ours who in turn borrowed it from a stock exchange houce. 

Senator Futsricur. You say you theoretically lent it / 

Mr. Rosennaum. That is correct. 

Senator Futsricur. You mean your firm or you personally / 

Mr. Rosensaum. No; the firm. 

Senator Futsricnut. Your firm theoretically loaned—— 

Mr. Rosenpaum. Legally speaking, we borrowed the money, my 
firm borrowed the money from this gentleman, who in turn borrowed 
the money from the stock exchange house on the collateral of the 
shares. 

Senator Futsricut. Does your statement cover that ? 

Mr. Rosensaum. It is not my statement. It is my brother’s state- 
ment. 

Senator Futsricur. Does this cover this particular aspect? 

Mr. Rosenpaum. Yes, sir. 

Senator Capruart. Mr. Rosenbaum, this 2,500 tons of steel, the 
Atlantic Basin Co. who did not deal in steel, did not need the steel, 
did not use the steel, never saw the steel, sent an order down for 2,500 
tons of steel to Central Iron & Steel Co. 

Mr. Rosensaum. That is right. 

Senator Capenarr. And the Atl: antic Basin Co. black-marketed the 
steel, or gray-marketed it, and made $75,000. 

Mr. Rosensnaum. My understanding is that they neither black 
marketed it or gray marketed it. It was sold to a regular warehouser 
who made his profit, a regular warehouse profit on the steel. 

Senator CaprHarr. My point is Atlantic Basin was not in the steel 
business. They had no use for the steel, and the method used in selling 
2.500 tons by Central to Atlantic Basin, which ended up in Chicago, 
was simply a pay-off, and somebody made $75,000 for doing nothing. 
The steel ended up in Chicago and went into the black market. 

Mr. Ropensaum. I do not know whether it went into the black 
market. 

Senator Caprnarr. You say you do not know it, but I know that it 
did, and you know it, too. 

I would like to know why Central Iron & Steel Co., sold Atlantic 
Basin 2.500 tons of steel. 

Mr. Rosenpaum. Because we happened to 

Senator Carenarr. I think the customers would like to know, too. 
I think a lot of customers of theirs who cannot get steel out here to 
keep their plants going, employing 10, 15, 20, or 50 people, would like 
to know too why Central Iron & Steel gave this concern in New York 
City, who had no business with the steel, had no use for it, why they 
gave them 2.500 tons of steel. 

Mr. Rosensaum. We had originally asked for it, and they did it. 

Senator Capenart. Yes; you originally asked for it. Was it made 
out of the RFC loan ? 

Mr. Rosenspaum. The RFC loan was closed a long—— 











1488 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Senator Carenarr. Why would they sell you 2,500 tons of steel, 
not being in the steel business, not having any use for it, except for 
some ‘body to make a lot of money for doing nothing? 

Mr. Rosennaum. Senator, we asked the company, originally, as I 
recall, it was in May 1950, somewhere around there. It was before 
May or June, I should say, and when this situation arose we asked 
them to make the delivery of the steel. 

Senator Carenarr. You asked them what ? 

Mr. Rosensaum. We asked them to make delivery of it. 

Senator Carenarr. When did they promise to give you 2,500 tons 
of steel ? 

Mr. Rosenspaum. Oh, I should say it would be around June. 

Senator CareHnarr. 1949? 

Mr. Rosensaum. 1950. 

Senator Carenarr. June 1950. 

Mr. Rosenpaum Yes. 

Senator Carrenarr. You asked them to accept 2.500 tons? 

Mr. Rosensaum. No; I think the original discussion—this is kind 
of hazy in my mind—the original discussion came up in connection 
with some clients, but the contract was entered into, I belie ve, in either 
late September or early October. 

Senator Carenarr. Atlantic Basin Iron Works had no need for 
steel, had they ? 

Mr. Rosennaum. As an operating company / 

Senator Carenarrt. Yes. 

Mr. Rosensnaum. No, sir. 

Senator Carenartr. So it was just a method to black market 2.500 
tons of steel. 

Mr. Rosenspaum. No, sir: that still was not black marketing. 

Senator Carenarr. Whi at do you mean it was not black marketing ¢ 

Mr. Rosenpaum. It was sold, as IT understand it, below the ware- 
house price. 

Senator Carpenartr. You just said Atlantic Basin Steel Co. made 
$75,000 profit on 2,500 tons of steel. The $75,000, every penny of it, 
was black market. 

Mr. Rosensnaum. No, sir. There is a difference— 

Senator Carenarr. It had to be above the Central Lron & Steel Co.’s 
base price. 

Mr. Rosenpaum. No; mill price. As I understand it, there is a 
difference between the mill price, which Central Lron & Steel got, the 
regular mill price, and the warehouse price was the warehousing price. 

Senator Carpenart. What was it, sheet ? 

Mr. Rosensaum. Plate. 

Senator CAPEHART. What did it sell for at the time ? 

Mr. Rosensaum. I think the mill price was around 70-something. 

Senator Carpenart. It was $80 a ton, and 2.500 tons would be how 
much, $200,000 ? 

Mr. Rosenpaum. $200,000, that is right. 

Senator Capenarr, And you say Atlantic Basin Co. made $75,000 
without even touching it. Now. do not try to fool me, I know and you 
know and everybody else that knows anything about it knows that the 
steel possibly ended up selling for anywhere from $200 to $350 a ton. 
Atlantic Basin Co. in New York took a $75,000 eut on 2.500 tons. and 
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get Mr. Price down here, and his company, and find out exactly what 
happened to the 2,500 tons, because [ am getting sick and tired of these 
steel companies pulling off tricks such as you have described here. I 
am looking at all of them right straight in ‘the e ve because I know they 
are doing it. I would be ashamed if I were the Central Iron & Steel 
Co.. to let § 2,500 tons of steel get out of my plant into the black market, 
and that is exactly what they did, and the v knew they were doing it 
when the Vv shipped it. There are dozens and dozens of little mai 
facturers in Indiana every day that cannot get steel, and these fellows 
black-market steel. 

Senator Frear. Mr. Rosenbaum, in this agreement that you made to 
purchase this 2,500 tons of steel from Central Iron & Steel for Atlanti 
Basin, was there anything in writing on that, or was it just a confer- 
ence / 

Mr. Rosenspaum. No: there is— 

Senator Frear. You ordered it in May of 19507 

Mr. RosensatM. I think in May or June 1950 it was first discussed, 
and the contract between Atlantic Basin and Central Lron & Steel was 
in either late September or early October 1950. 

Senator Frear. Is that in your report ? 

Mr. Rosennaum. In which report ? 

Senator Frear. Is this information that I have asked for now al- 
ready in the report that you have given / 

Mr. Rosennaum. I think the financial results and transactions were 
all in the report; ves, sir. 

Senator Frear. How much money did Atlantic Basin put up for this 
2 500 tons / 

Mr. RosenBAUM. Well. Atlantic Basin. as if shows in the report, had 
some pretty substantial assets. 

Senator Frear. Well, sir, did they pay Central Iron & Steel for this 
2.500 tons and then collect from Price Lron & Steel / 

Mr. Rosennaum. Senator, you will have to read the statement. I 
am not sure how that was handled. 

Senator Frear. Do you have any idea? 

Mr. Rosenbaum. I am not sure enough to make a statement. 

Senator Frear. Would it not have been possible for Price [ron & 
Steel to have purchased this 2,500 tons direct from Central Iron & 
Steel at the mill price ? 

Mr. Rosenpaum. It could have been, ves: I guess so. 

Senator Frear. Did they ask Central Iron & Steel for 2,500 tons, 
or did they ask the Atlantic Basin for it ? 

Mr. Rosensaum. Did what, Senator? 

Senator Frear. Did this Price Tron & Steel try to buy it from 
Central [ron & Steel or from Atlantic Basin ? 

Mr. Rosenrnaum. No. The Atlantic Basin interest was the one they 
bought from. 

Senator Frear. And to your knowledge they did not try to buy it 
from Central Tron & Steel direct / 

Mr. RosENBAU mM. I never talked to the Price Tron & Steel people, 
SO | would not know. 

Senator Frear. Well, $30 a ton on top of $80 a ton is the minimum 
profit for warehousing. 

Mr. Rosensnacm. I am informed that they get more than that. I 
do not know. 
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Senator Frear. Then Price Iron & Steel really got a good buy then. 
In your opinion they did get a good buy ? 

Mr. Rosensavum. I believe so; yes, sir. 

Senator Frear. They might have paid $50 to buy from some other 
warehouse. 

Mr. Rosensavum. I understand they are a very reputable warehous- 
ing company. 

Senator Futsrienr. When was this sale made to them, approxi- 
mately. 

Mr. Rosensaum. Around September or October. 

Senator Futgricut. September or October ? 

Mr. Rosenspaum. 1950. 

Senator Futsricur. Was that before or after you advanced the 
$30,000 to Mr. Young to buy his house, the loan we were discussing 
the other day ¢ 

Mr. Rosensaum. The only thing I am not clear on is whether the 
sale was consummated in one document or over a period of time. 
If it were consummated in one document, that is, at one time, then— 
let me see—I should say it was made during that time. 

Senator Futsricutr. What is that? 

Mr. Rosensaum. It was probably during the time the sale was 
going on. You see, the deliveries, Senator, were over a period of 
months. 

Senator Fuuerient. Yes. But the agreement for Price to purchase 
it, and the date you realized the profit of $75,000, is that just before 
you loaned Mr. Young $30.000 2 

Mr. Rosensaum. No. I think the proceeds were coming in during 
that time. 

Senator Fursrienr. Did Mr. Young have anythinz to do with set- 
ting up this deal ? 

Mr. Rosennaum. No, sir. 

Senator Futsricutr. He did not negotiate it or have anything to 
do with it? 

Mr. Rosennaum. No. 

Senator Futsricnt. Did Mr. Jacobs have anything to do with it? 

Mr. Rosennaum. No. 

Senator Futsrient. With whom did you make the negotiation in 
Central Tron & Steel, with Mr. Buckley ? 

Mr. Rosensaum. No: Mr. Eberstadt. 

Senator Futsrieutr. Mr. Eberstadt ? 

Mr. Rosenpaum. Yes. 

Senator Futsricgut. That was in June 1950? 

Mr. Rosennaum. That was the first time that we discussed it. 

Senator Futrrientr. You did not discuss it with Mr. Sisto? 

Mr. Rosennaum. No. 

Senator Frear. Mr. Chairman, may I ask a question ? 

Senator Futsricut. Mr. Dudley, did you know about this deal? 

Mr. Duptey. I certainly did not. 

Senator Fuisricur. They were utilizing some of your firm’s assets 
and prestige in these deals, were they not ? 

Mr. Duprey. Sir, there are a lot of things I have learned for the first 
time since this committee started to investigate. 

Senator Futsricur. Did you not know anything about Atlantic 
Basin Iron Co. ? 


Mr. Duptey. No, sir. 
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Is that right, Mr. Rosenbaum ? 

Mr. Rosenpaum. That is right. 

Senator Futsricwr. Did you not know your firm had an interest 
in it? 

Mr. Duptey. No, sir. 

Senator Bennett. Mr. Rosenbaum, on what day, if you can remem 
ber, was the option—did you acquire the option to buy Atlantic Basin ? 

Mr. Rosenspaum. Well, it would be—if you have that memorandum 
I can tell you. That was late in Septe mber or early October. 

Senator Bennerr. Then this is an interesting pattern. You made 
a deal with Central to buy 2,500 tons of steel, then in September and 
October you acquired Atlantic Basin, so that was the place to put it, 
so after you had bought the option in Atlantic Basin, then you told 
Atlantic Basin to accept the steel, to buy the steel, and then you pre- 
pared to find a way to handle it. 

Prior to that time you just had a business opportunity, but when 
you acquired Atlantic Basin you had the channels through which to 
handle it. Who paid Central Iron for the steel ? 

Mr. Rosenpaum. I am not sure of that, Senator. 

Senator Bennerr. You had the privilege of buying it. 

Mr. Rosensaum. That is right, Atlantic Basin did. 

Senator Bennerr. Where did they get the money ? 

Mr. Rosensaum. Well, as I recall, Atlantic Basin had some pretty 
good assets. 

Senator Bennett. They had enough cash to buy $200,000 worth of 
steel ¢ 

Mr. Rosenzaum. Well, if you have the statement up there, Senator, 
it shows their financial statement. 

Senator Caremartr. Who is the president of Atlantic Basin? 

Mr. Rosensaum. Ragsdale. 

Senator Careuart. Does he operate it, is he there every day, is it a 
going concern ¢ 

Mr. Rosrennaum. Oh, yes. It is operating real estate—— 

Senator Carenart. You were a stockholder of this American Over- 
seas Co. that Mr. Casey testified about this morning? 

Mr. Rosenspaum. Yes, sir. 

Senator Carpenartr. Who was the vice president ¢ 

Mr. Rosensaum. I would not have the faintest idea. 

Senator Carenarr. Who is the general manager ? 

Mr. Rosensaum. I would not know, Senator. 

Senator Carenarr. Yet you were a stockholder in the company? 

Mr. Rosensaum. Senator, I owned 114 percent 
very littl——— 

Senator Bennerr. How much did your firm own? 

Mr. Rosenpaum. 114 percent. 

Senator Frear. Did Price Iron & Steel approach you on this pur- 
chase of the 2,500 tons of steel ? 

Mr. Rosensaum. No, I never talked to Price Iron & Steel people. 

Senator Frear. Who did, do you know ? 

Mr. Rosensaum. My brother. 

Senator Frear. I understood that there was a 
by Price Iron & Steel to you. 

Mr. Rosenpaum. No; to the firm. 


5 5O I really know 


$20,000 check sent 
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Senator Frear. To the firm? Did they get the Rosenbaums mixed, 
do you know ¢ 

Mr. Rosexnsaum. No; I do not see why they should get anybody 
mixed. 

Senator Frear. It is a little unexplainable to me as to why that 
check would come to you, but yet you were not approached 

Mr. Rosennacm. I said we sent them back the $20,000 because it 
should not have come tous. We did not have the contract. 

Senator Carpenartr. Who should it have gone to? 

Mr. Rosensaum. Atlantic Basin. 

Senator Carpenarr. It should have gone to Atlantic Basin. 

Senator Futsricur. Is that Price spelled P-r-i-c-e ¢ 

Mr. Rosensaum. Yes. 

Senator Fu.sricutr. What is the full name ? 

Mr. Rosensaum. I think it is Price Iron & Steel Corp. 

Senator Funsrient. It is P-r-i-c-e? 

Mr. Rosensaum. That is right. 

Senator Carenart. But you still do not know who furnished At- 
lantic Basin with the money to buy the 2.500 tons of steel ? 

Mr. Rosenraum. I would not be sure of that, Senator, because I 
never even discussed this with the Atlantic Basin people. 

Senator Bricker. Did you not testify a moment ago that you bor- 
rowed some money from one of your clients on this deal ? 

Mr. Rosenpaum. No, sir; that was on the American Maracaibo pur- 
chase. 

Senator Bricker. Who was that client ? 

Mr. Rosenrnaum. There was some gentleman— 

Senator Bricker. Who was it? 

Mr. Rosenpaum. A man named Holder. 

Senator Bricker. Holder? What is his first name ? 

Mr. Rosensaum. Harry. 

Senator Carenarr. What does your brother Frank do? Is he a 
member of the law firm 2 

Mr. Rosenpaum. He isa member of the law firm. 

Senator Carrnarr. A member of your law firm ? 

Mr. Rosenracm. That is right. 

Senator Carenmari. Do you have any other brothers ? 

Mr. Rosennaum. That is right. 

Senator Carpenarr. What is their business ? 

Mr. Rosensaum. I have one other brother, A. W. Rosenbaum. 

Senator Carenarr. Is that Adrian Rosenbaum ? 

Mr. Rosennaum. Yes. 

Senator Frear. Mr. Rosenbaum, do you know what Price Iron & 
Steel did with this plate that they bought? Are they fabricators or 
are they warehousers ? 

Mr. Rosensaum. They are what they call a warehouser. He has 
been a warehouser for many, many years. 

Senator Frear. That is a case of one warehouser buying it from 
another warehouser at a profit of $75,000. It is natural to assume that 
Price Iron & Steel made a profit on it also, I assume. 

Mr. Rosenpaum. I assume they did, yes. 

Senator Funericntr. Mr. Rosenbaum, these are very interesting 
subjects, but we will have to move along on these other matters as 
much as we regret leaving such an intriguing subject. 
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I want to put a little material in the record at this point as back- 
ground for the Central Iron & Steel that has particular reference to 
the Barium Co. 

I want to read a short excerpt from the Barium Steel Corp.'s letter 
of March 14, 1949, transmitting the loan application, and | quote: 


In making this application, this corporation demonstrated its Ccolupllance 
with the policy set forth by the President of the United States that the produc- 
tive capacity of the steel industry of this Nation must be substantially increased 
if the economy of the United States is to grow and prosper 


From the agency examiner’s report of April 4, 1949, I quote: 
t : { 


The applicant’s volume is less than four-tenths of 1 percent of all steel volume 
Applicant manufactures plates which, except in wartime, are not generally in 
high demand 


I want to put into the record also an analysis prepared by the sub 
committee staff which is entitled “Chronology of Significant Events.” 
I have made reference to it earlier in the hearimg today. 

(‘The analysis refel red to is as follows :) 


CENTRAL Iron & STEEL Co—CHRONOLOGY OF SIGNIFICANT | — 


March 14, 1949: Central Iron applied for ll-year loan of $5,500,000 to finance 
plant expansion. 

April 4, 1949: Application rejected by Philadephia examiner (Jantzen), agency 
review committee and agency manager . ’ 

April 13, 1949: Application rejected in report prepared by Washington exam- 
iner Brodie; report not formally submitted 

May 12, 1949: This is the date of latest communication to Brodie on this case. 
lie was removed from the assignment and Steele was put in bis place by Willett 
after this date. , 

May 17, 1940: Steele called Willett, and Willett called Casey to get a number 
for Steele to call in Harrisburg. Dudley also called Willett 

May 26, 149: Washington eraminder Steele recommended loan of $5,300,000 
for 7 years.—Washington review committee declined, but suggested RFC consider 
loan of $3,300,000 if borrower will raise $2,000,000 in capital—Board unanimously 





approved loan of $5,500,000 as suggested by review committee—all five Board 
members voted. 
June 3, 1949: Sisto, Eberstadt, Casey, Dudley, and Steele called on Dunbam 


Who then arranged special Board meeting for 3:30 p. m.—borrower had con 
plained of inability to raise $2,000,000 in capital—Dunha1 nd Willett lunched 
with Dawson and Boyle—Turney Gratz called on Dunham with CIO 


' 2 director 
from Pennsylvania—(all Central Iron employees are affiliated with United Steel- 
vorkers, CLO)—at 5:50 p.m. Board unanimously approved loan of $4,700,000 in 


place of $3,500,000 previously approved—tive directors 


June 13, 1949: Washington review committee took notice of Board resolutior 
of June 3, 1949—reported they were unable to change 1 | i - 
August 26, 1940: Second application; Central Iron ask: vear loan of 
$1,000,000 (request later reduced to $1,650,000) to purchase a plant it Phoenix 
ville, Pa., from Kaiser-Frazer Corp.; no disbursement had yet bee de under 
the first loan authorization , 
August 29, 1949: Phoenixville Chamber of Commerce wired Senators Myers da 
Martin and Congressinan Dague sucgesting that thev co ct Ed Willett regard- 
ing the loan application Copies of these wires in files of Goodw Roset ~ ae 
Meacham & Bailen indicate they may have been sent at attorn *s : ent por 
of name “Ed Willett” appears odd—all similar communicatic ne iter ( i 
addressed to REC Chairman either by name or title | v3 
September 6, 1949: Philadelphia examiner Jantzen recommend decline of 
second application : 
September 16, 1949: Washington review committee reeconmmend 1 decline, b 
Washington examiner Steele approved—application approved for $1 650,000 by 


minority of the Board—three directors were present; Willett and H voted 
rs : t 9 ’ tt « AXA -e U 2 

yes Dunham voted “no, 
October 10, 1949: Steele visited Dunham regarding personal matt 
-« i i = ‘ ‘ i < t 


+ 
Le] 


October 11, 1949: Dunham lunched with Willett and Merl You - went to 
Young's office afterward—Hise wrote to Steele a emai 


khowlecging resignation, 
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Octboer 14, 1949: Steele and Dudley visited Willett, and Steele telephoned 
Dunham asking for autographed photograph. 

October 17, 1949: Steele began working for Goodwin, Rosenbaum, Meacham & 
Bailen—received $5,000 as 4 months’ salary in advance. 

January 20, 1950: Third application—Central requested 5-year loan of $1,000,- 
000 to buy Allied Iron Works piant in Chester, Pa. 

February 6, 1950: Examiner Jantzen recommended decline of third application. 

February 25, 1950: Eberstadt wrote to Rosenbaum, care of Rex Jacobs at 
Homestead, Fla., expressing impatience over delays in RFC handling of third 
application. 

March 9, 1950: Borrower had requested RFC approval for revised program 
of plant expansion which eliminated the need for certain RFC funds; however, 
borrower had asked that loan authorization not be reduced; on this date 
Washington review committee recommended cancellation of $950,000 from exist- 
ing authorizations ; reeommended also that RFC require borrower's parent to stop 
drawing $66,000 annually in management fees; Board approved revised program 
but left authorization standing at $6,350,000. 

March 9, 1950: Washington examiner Williams reported that borrower had 
violated a provision of the loan resolution of September 16, 1949; borrower 
had recovered $800,000 from sale of excess inventory and scrap metal, but 
did not remit $300,000 to RFC as required; instead it had used all of these funds 
in property expenditures, no punitive action, no correction. 

Mareh 15, 1950: On March 9, 1950, Board had resolved to require borrower's 
parent to stand by on management fees, on this date Eberstadt wrote to 
Rosenbaum asking that he undertake to secure the lifting of this condition. 

April 27, 1950: Philadelphia agency recommended decline of borrower's third 
loan application which by this date had been reduced from a request for 
$1,000,000 to a request for $350,000: Washington review committee also de- 
clined, but Washington examiner Williams recommended favorable action; 
Board turned down application, Willett and Dunham voting in favor, and 
Gunderson, Hise, and Mulligan voting to turn it down. 

May 15, 1950: Borrower having asked for reconsideration of its third applica- 
tion, the Board (four members now; Mulligan retired April 30, 1950) unani- 
mously approved making a $300,000 disbursement under existing authorizations 
from funds earmarked for contingencies ; Washington review committee opposed 
this action. 

May 23, 1950: Board action of May 15, 1950 having been conditioned on 
borrower’s parent supplying $250,000 in working capital, borrower now asked 
to be relieved from this condition. 

June 1, 1950: Washington examiner Williams advised that injection of working 
capital by borrower's parent be made a condition precedent to the disbursement 
of $300,000 in connection with the third application. This still refers to Chester, 
Pa., plant acquisition. 

July 20, 1950: Purchase of Chester plant, not yet consummated, had run into 
difficulties; working capital had not been raising and GSA proved unwilling to 
subordinate its first lien on the Chester properties in favor of RFC mortgage. 
On this date Eberstadt wrote to RFC, Philadelphia, asking help—the need had 
now gone up from $300,000 to $400,000. 

July 20,1950: Merl Young telephoned Dunham regarding Central Iron & Steel. 

July 21, 1950: Glenn Anderson, of Goodwin, Rosenbaum, Meacham & Bailen, 
came to RFC Washington with Eberstadt’s request of July 20. He was another 
former RFC employee recently employed by Goodwin, Rosenbaum, Meachan & 
Bailen. 

July 27, 1950: Reconsideration of the Chester deal scheduled for RFC Board 
action. Willett asked examiner and review committee to expedite. Board re- 
scinded resolution of May 15, 1950, and approved disbursement of $270,000 under 
less rigid conditions. Working capital requirement was eased and acquisition 
of the property was approved subject to GSA mortgage. Examiner Williams 
receded from position taken June 1, 1950, and agreed it was satisfactory for bor- 
rower’s parent to supply working capital “as needed” instead of as a condition 
precedent to disbursement. 

August 3,1950: Board resolution of July 27, 1950, on Examiner Williams recom- 
mendation, included a provision conceling $1,750,000 out of authorizations then 
outstanding. Central Iron was taken by surprise and Eberstadt wrote to 
RFC complaining about this action which “unfortunately is directly contrary 
to the request I made * * *,” 
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October 23, 1950: Central had acquired the Chester plant by this date, but had 
not vet been able to commence operations because Barium had not been able to 
supply working capital. 

October 26, 1950: Borrower made three requests: (a) that bonuses to key 
people other than Sisto and Eberstadt be released from stand-by requirements, (b) 
that two officers be permitted $5,000 annually for services rendered to Phoenix- 
ville subsidiaries, and (c) that RFC lift the stand-by requirements on management 
fees assessed against Central by Barium. Examiner Williams recommended 
approval if borrower would pay up $100,000 delinquency on second loan. Wash- 
ington review committee recommended approval of first two requests and decline 
of third—delinquency promptly paid up. 

December 20, 1950: Barium wrote RFC requesting that undisbursed balance of 
$380,000 out of first loan (June 3, 1949—$4,700,000) be disbursed as working 
capital for Chester operations—approved at all levels. 


I want to read into the record some excerpts from a study prepared 
by the staff on the RFC loans to Central Lron & Steel, from page 3 of 
that study, and I quote: 


The chairman of the board of directors of Barium Steel Corp. is Joseph A. 
Sisto. Reporting on the year 1948, Sisto told his stockholders on or after March 
18, 1949, that the corporation had spent $3,500,000 from the latter part of 1946 
for plant modernization and improvements. He said: 

“These expenditures have been made entirely out of earnings. Your manage- 
ment had further plans in mind for the enlargement and improvement of certain 
of its subsidiary plants, but in view of the publicly expressed desire of our 
Government to render financial aid to companies such as yours for the fore- 
going purposes, your management may decide to avail itself of these credit 
facilities.” 

In his application for a loan for Central Iron, Sisto listed the Irving ‘Trust 
Co., the Guaranty Trust Co. and the Chemical Bank & Trust Co., all of New 
York. “None of these banks,” he said to the RFC, “is interested in making or 
participating in a loan of this nature.” 

‘he subeommittee’s investigator learned from the Irving Trust Co. that Sisto’s 
associate Rudolph Eberstadt had tentatively and informally approached one of 
its officers about a loan and had been discouraged by the banker because of 
Sisto’s known financial policies and practices. In the case of the Guaranty 
Trust, Sisto himself made a tentative approach but he was not encouraged to 
file an application, nor even to make his needs known specifically. The Chemical 
Bank was not approached at all. 

Credit was not available, but it wasn’t because of the nature of the loan. 

The first loan application of Central Iron & Steel Corp. was filed with RFC 
on March 14, 1949. It sought $5,300,000 for an 11-year term “to pay for the 
entire cost of a $5,300,000 plant expansion program which was begun in June 
1948 and on aceount of which the applicant has spent $664,511 of its own funds 
as of January 31, 1949.” The program would double the company’s existing 
facilities. The applicant asked the RFC “to reimburse it for the $664,511 and 
make available the $4,635,489 desired to complete the program.” The quota- 
tions are from the April 4, 1949, report of Examiner Paul T. Jantzen of the 
Philadelphia RFC Loan Agency. 

Jantzen estimated a loan value of $4,300,000 for the collateral offered as 
security on the $5,300,000 loan. On this basis, he said he thought “that the 
collateral offered is inadequate to secure a loan in the amount requested. The 
guarantee of the loan by Barium Steel Corp. is considered to be of little or no 
value.” 


That is a quotation from Mr. Jantzen. [ Reading : ] 


Jantzen also said he thought that the parent company taken inordinately from 
the treasury of Central Iron. His report on Barium said, and I quote from his 
statement. This, I think, is really the very significant part of this whole case: 

“The Barium Steel Corp. is a holding and management company which has 
attained fair size in recent years. Barium, which was created by Joseph A. Sisto, 
a New York securities dealer, owns about 14 industrial concerns operating in 
the capital goods field. The applicant is the largest and most important of the 
subsidiaries, contributing about 50 percent of Barium’s consolidated 1949 sales, 
and about 70 percent of Barium’s 1949 consolidated net profits. 
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“Barium’s method of company acquisitions appears to be to pay the purchase 
price from the proceeds of loans trom a finance company, and to then repay the 
finance company with money it borrows (takes) from the business so acquired. 

“In the case of Central Iron & Steel Co., Barium gave $1,455,375 cash and 
139,725 shares of ($1 par value) Barium Steel common stock for the business. 
It borrowed $945,000 from the Bankers Commercial Corp. and $500,000 from Re- 
public Industries, Inc., a subsidiary, which it paid back from proceeds of loans 
from Central Iron & Steel Co. In the 2 years and 9 months ended January 31, 
1949, Barium borrowed $1,976,474 from the company, and in addition, caused it 
to pay large salaries ($100,592 in 1948) to two of Barium’s officers ; charged the 
applicant a service charge of $3,000 per month as the applicant’s part of Barium’s 
New York office expense, and took commissions of $591,000 in 1948 on certain 
sales of Central Iron & Steel Co., and commissions of $173,000 in January 1949. 
These items alone are equal to about 200 percent of Barium’s cash outlay to 
acquire the business.” 

Later in his report, Jantzen disclosed that during January 1!49 the applicant 
paid a $1,590,594 dividend to Barium, which Barium used to reduce its indebted 
ness to the applicant. 

Mr. Rosenspaum. There was a stock dividend, Senator, not a cash 
dividend. 

Senator Futerientr. How did it use the stock dividend to reduce its 
indebtedness to the applicant ¢ 

Mr. Rosensaum. You mean from a legal point of view ¢ 

Senator Futsricur. Yes. 

Mr. Rosenpaum. If Barium owed, say, $1,500,000 to Central, just 
taking rough figures, and then Central prepared a dividend to Barium, 
that would wipe out the thing, although no cash would change hands 
in the consolidated picture. 

Senator Futsricur. The effect is just a forgiveness of the debt, is it 
not ¢ 

Mr. Rosennaum. Well, on a consolidated picture it will not make 
any difference because the consolidated assets will not change. 

Senator Fursricutr. I wondered why you raised the point that it 
was a stock dividend. The net effect was a cancellation of debt, was it 
not ? 

Mr. Rosensaum. The only reason I raised the stock dividend was 
there was some question as to whether that was a cash dividend or stock 
dividend. As I remember, it was a stock dividend, and it makes no 
difference in the consolidated net worth of the Barium group. 

Senator Futsrieur. The net effect of it was to milk the assets from 
Central into Barium, was it not, this whole business that I have just 
read; is that not right ¢ 

Mr. Rosennaum. Well, I would not describe that as “milking.” 

Senator Futsrieur. All right; “transfer” the assets of Central to 
Barium. 

Mr. Rosensaum. Central is a wholly owned subsidiary. 

Senator kuLtsricnut. That is right. 

Mr. Rosennaum. 100 percent owned. 

Senator Futrricut. Yes. 

Mr. Rosennaum. And on your consolidated balance sheet it makes 
no difference whether the assets—— 

Senator Funtpricur. Yes, but Central became the borrower from 
RFC. It needed the money only because Barium had taken all its 
money, did it not? It was in fair shape before Barium raided its 
treasury, was it not? 

Mr. Rosennaum. Barium put a certain amount of money back in. 

Senator FuLsricHur. How much ? 
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Mr. Rosensaum. I think they put in about $1 million back. 
Senator Fu.tsrieutr. At what point‘ After they got the loan / 
Mr. Rosensaum. I think so, Senator. 

Senator Fu.pricut. They had to put some in then. But the occa- 
sion for the loan in the first case was that they had taken all this money 
from Central Lron & Steel. 

Mr. Rosensaum. No. The occasion of it was they wanted to ex- 
pand the steel product ion, 

Senator Bennett. It is a queer way to expand, taking a million 
dollars out. 

Senator Futsriegntr. They took out a very large sum here. 

Mr. Rosenpaum. Senator, this is a $5 million expansion program, 
and the parent corporation guaranteed the obligation of the sub 
sidiary. 

Senator Futsrignr. Are you disputing the facts I just stated / 

Mr. Rosenspaum. No; I am not disputing it. 

Senator Futsricur. Well, let us permit the facts to speak for them- 
selves. IL just want to get some of this background into the record. 
This is from Mr. Jantzen’s report in describing Mr. Sisto’s back- 
eround, and I quote: 

Joseph A, Sisto is 60 years old, married, and became active here in the spring 


of 1946 when Barium Steel Corp., a holding company which Sisto dominates 
ucquired this business 


and he is referring to the Central Iron & Steel— 


Since the applicant is the largest and most important of Bariutm’s subsidiaries, 
Mr. Sisto maintains close control of its operations and spends a few days 

almost every week at the plant. In addition to being the senior partner of J. A 
Sisto & Co., dealers in stocks and bonds, New York, he is president of Sisto Finan 
cial Corp., chairman ef the board of Barium Steel Corp., and a director of all of 
Barium’s subsidiary companies. On October 1, 1930, Mr. Sisto and the othe 
partners of J. A. Sisto & Co. Were petitioned into bankrupt Tie Irving 
Trust Co. of New York was appointed receiver, and on November 5, 1930, 
schedules filed showed liabilities of $1,455,064 and assets of $1,746,009, On 


December 3, 1980 a composition settlement of 50 percent was contirmed in cash 
and an undetermined amount for the liquidation of slow assets He was e.pelled 
from membership of the New York Stock Exchange on December 29, 1538, for 
Violations of its rules. Elis conipensation trom the applicant amounted to 350,246 


in 1948. 


At this point I would like to place in the record a copy of an article 
from the New York Herald Tribune of December 1938. It is a news 
story from the Herald Tribune relating to Mr. Sisto, I think it 
would be interesting to have it, as it pertains to the statement in Mr. 
Jantzen’s report. This was furnished to us at our request by Mr. 
idwin B. Peterson, secretary of the New York Stock Exchange, It 
contains a complete varbatim text of the expulsion order of Mr. Sisto. 
l wish to put it in the record at this point. 

(The article referred to follows :) 


{From the New York Herald Tribune, December 30. 1928} 


STOCK EXCHANGE EXPEUS SISTO oR VIOLATING Rubs DENNY r OF 3 IN | 
OF BROKERAGE Firm AFFAIRS: No CUSTOMERS Wy I 
Joseph A. Sisto, president and director of the broker: { af 4 Sic 
& Co, of GS Wall Street and of the Sisto Finaneial Co 67 W Street 


Was expelled vesterday from the New York Stock Exchang fi) ylations 
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of the letter and spirit of Exchange rules. The Bureau of Securities of Attorney 
General John J. Bennett's office began immediately an investigation of his two 
lirms. 

Sisto, a prominent figure in the Seabury investigation, was questioned with 
three others from his brokerage firm for an hour yesterday afternoon by Assist- 
ant Attorney General William Koerne, in the State Office Building, SO Centre 
Street, and will reeturn at 2 p. m. today when the books of both firms are 
expected to be delivered for scrutiny. 

At the end of yesterday’s brief questioning Ambrose V. McCall, head of the 
Bureau of Securities, said: “Up to the present time we have not completed 
examining the material, and pending receipt and examinations of the books 
I'd rather not make a statement.” 

No estimate was available of the amount of money involved in all of the 
allegedly improper transactions but it was believed to be “not large.” Exchange 
officials said that J. A. Sisto & Co. did only a small business and that no losses 
to customers would be involved. 

In a brief formal statement, which he refused to elaborate, Sisto defended 
his conduct as “in all respects proper” and, in effect, denied the charges aguinst 
him which were outlined by Edward E. Bartlett Jr.. chairman of the board of 
the Exchange, when he announced the expulsion at 10:15 a. m. yesterday on 
the floor of the Exchange. 

‘he charges were that he caused the Sisto Financial Corp. to buy from him 
at 523 a share a thousand shares of its own stock which he had purchased at 
about the same date for $1514 a share ; that his brokerage firm altered records of 
his accounts by erasures: that his firm effected noneash transactions for his 
corporation as cash transactions: that the firm’s records did not reflect the true 
status of his accounts, and that accounts were altered to place unprofitable 
transactions in his personal account and profitable ones in a firm trading account. 

The board considered them on Wednesday and found Sisto suilty of “proceed- 
ing inconsistent with just and equitable principles of trade,” and of “acts detri- 
mental to the interest or welfare of the Exchange.” 


SEC STARTS INQUIRY 


An investigation has been started by the Securities and Exchange Commission, 
William O. Douglas, Chairman, announced yesterday in Washington. At the 
Same time he praised the Exchange for its handling of the case. 

Immediately after the expulsion was announced Attorney ( 
acted under section 23A of the State general busines 
Sales. Those summoned with Sisto for questioning in the afternoon were 
Jefferson Davis Cohn, described as a partner in the brokerage tirm; W. R. Derby, 
office manager: and A. Martin, bookkeeper. 

Before leaving the attorney general's office about 5 Pp. m., Mr. Sisto, 48 years 
old and living at 447 Ridgewood Road, South Orange, N. J., posed for photo- 
graphers. <A reputed friend of Premier Benito Mussolini of Italy and a reputed 
handler of Italian loans in the United States, he replied “no comment” when 
asked about these points and said he would stand on his formal statement, 

His statement said: “For the last several years the firm of J. A. Sisto & Co., 
of which I am a member and floor partner, has done business only on a cash basis, 
carrying no margin accounts. A full answer was made to the board of governors 
of the New York Stock Exchange to the charges. In my opinion, my conduct 
Was in all respects proper. The board’s interpretation of the rules was otherwise. 
AS a practical matter I have no right of appeal or other means of redress, I 
have no further comment to make.” 

Auditors of the Exchange, now engaged in making periodic examination of 
member firms’ books without advance notice, discovered the transactions which 
led to the charges against Sisto. 


reneral Bennett 
S law regulating securities 


EXCHANGE CHARGES 


The charges, as read in full by Mr. Bartlett when he suspended trading 
yesterday morning to announce the Sisto expulsion, follow : 

“Charges and specifications having been preferred against J. A. Sisto, a 
member of this exchange and a general partner of the firm of J. A. Sisto & Co., 
under sections 6 and 10 of article XVI of the constitution of the exchange, the 
charges and specifications were considered by the board of governors at a 
meeting on December 28, 1938, 
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“First: J. A. Sisto was charged with and found guilty of conduct or proceeding 
inconsistent with just and equitable principles of trade. The substance of the 
specification of which he was found guilty under this charge was that on 
June 10, 14, and 16, 1987, J. A. Sisto caused the Sisto Financial Corp., of which 
he was president and a director and which he dominated and controlled, to 
purchase from him at $23 a share a total of 1,000 shares of the stock of Sisto 
Financial Corp. which he had purchased on or about the sme dates for 
$15,12% a share. 

“Second: J. A. Sisto was also charged with and found guilty of violations 
of rule 516 of the board of governors. The substance of the specification of 
which he was found guilty under this charge was that, on certain days during 
the last 7 months of 1937, the firm of J. A. Sisto & Co. changed by erasure the 
account name of the trading account and/or the J. A. Sisto Personal account 
and/or the Sisto Financial Corp. account on the order book of the firm without 
the written approval of a partner. 

“Third: J. A. Sisto was also charged with and was found guilty of acts 
detrimental to the interest or welfare of the exchange. ‘The substance of the 
specifications of which he was found guilty under this charge was that: 

“(1) On thirty separate days during the last 7 months of 1937 the firm of 
J. A. Sisto & Co. effected certain transactions for Sisto Financial Corp. 
eash account, which transactions were not bona fide cash transactions: 

“(2) the records of J. A. Sisto & Co., for the period September 8 to December 
1, 1987, did not, according to the custom and usage of the trade, truly reflect 
the status of three accounts carried by the firm and designated as the ‘trading 
account,’ the ‘J. A. Sisto Personal’ account and the ‘Sisto Financial Corp.’ 
account, and the liabilities incurred in connection with the transactions recorded 
in those accounts ; 

“(3) during the period September 16 to December 31, 1937, J. A. Sisto caused 
the account names on the order book of J. A. Sisto & Co. to be changed so 
as to place profitable transactions in a firm trading account and unprofitable 
transactions to be placed in his personal account. 

“The board of governors having found J. A. Sisto guilty of the 
charges and specifications, J. A. Sisto was expelled.” 

Sisto’s membership, which he bought in 1931 “for a nominal consideration,” has 
been taken over by the exchange and will be sold. The New York Curb Exchange 
announced yesterday afternoon Sisto’s resignation, effective 
District Attorney Thomas E, Dewey’s office disclosed an 
way, but offered no details. 

Sisto, listed as a director of 10 other corporations, was born in Newark of 
Italian immigrant parents and knew no English until he was 9 years old. He 
worked in steel mills in Paterson and Pittsburgh and later obtained a position 
with a large commercial paper-making firm in Wall Street. From there he went 
to Hallgarten & Co., in the bond department, and in 1922 retired 
firm, which dealt extensively in international banking. 

In this connection he had several audiences with Massolini. On September 30, 
1930, Richard Whitney, former exchange president and the last man to be 
expelled before Sisto, announced on the floor that the Sisto firm had admitted its 
insolvency and had been suspended. At that time the firm was described as one ot 
the best-known financial houses in Wall Street. The firm was reinstated 2 months 
later after a compromise settlement with creditors, and in 1931 its exchange seat, 
belonging to Norris B. Henrotin, was transferred to Sisto. 

Sisto’s prominence in the Seabury investigation rose out of his admission that 
in November 1929, he gave former Mayor James J. Walker $26,535.51 in bonds 
at a time when his firm was financing a taxicab company which had much to 
gain from a taxi regulatory program put into effect by the city soon after. He 
testified he felt a “moral obligation” to help the mayor, who, during a discussion 
of good stock purchases, remarked that he could not buy stock if it sold for 5 
cents a share. Sisto refused to waive immunity to criminal prosecution before 
testifving. 


in a 


foregoing 


yesterday, and 
investigation was under 


to open his own 


DOUGLAS PRAISES EXCHANGE 
[From the Herald Tribune Bureau} 
WASHINGTON, December 29.—William O. Douglas, Chairman of the Securities 
and Exchange Commission, today praised the New York Stock Exchange for 


initiating action against J. A. Sisto, which resulted in his expulsion from the 
exchange. 
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In answer to inquiries, Chairman Douglas stated: 

“This Sisto matter is a case that was initiated by the exchange and one which 
they handled entirely under their own power. Naturally they kept us posted 
on it, but we had nothing to do with developing it or with the action they took. 
Of course, We are making an investigation of the case, as we do in all such cases-— 
not, You understand, to check up on the exchange, but simply as part of our 
official duty to check for violations of our statute. 

“This is part of our regular working arrangement with the New York Stock 
Exchange under our joint program for cooperative regulation. In my own per- 
sonal opinion, (his Sisto case is an excellent illustration of what a bang-up job 
the exchange can do in most cases and of the adequacy of the present rules of the 
exchange to cover such cases. It is my view that one of the problems which we 
have to work out is the method of getting general application of such rules to all 
cases—big and small alike. That is, which cases can the exchange handle under 
its own steam and which ones do we have to handle for them. That's a problem 
which can be worked out and will be worked out.” 

Senator Futsrieur. Are you familiar with that, Mr. Rosenbaum ? 

Mr. Rosensaum. I have heard of it, but I am not familiar with it; 
no. 

Senator Futsricur. Senator Bennett. 

Senator Bennerr. This is also from Jantzen’s report and it says, 
and I quote, referring to Mr. Sisto: 

His practice of putting nothing in and taking everything out has worked to 
the immense detriment of the applicant and to other of Barium’s subsidiaries. 

Mr. Rosennaum. Senator Bennett, may I make a comment on that ¢ 
That question was raised in connection with the Jacobs Aircraft En- 
gine Co., which is a subsidiary of Republic Industries, which is a 
subsidiary of Barium. 

1 would like to put in the record under date of May 12, 1948, it 
should be 1949, in connection with that transaction, where instead of 
Barium taking money out of Jacobs Aircraft Industries they put 
money into Jacobs Aircraft Industries. That question has been raised 
as to whether the management of Barium had taken money out of 
Jacobs Aircraft. 

Senator Bennerr. That is a different treatment of a different sub- 
sidiary. We are talking now particularly about Central Iron & 
Steel. 

Mr. Rosrennaum. The only reason I raised it, that question was 
raised, I believe, in the report. 

Senator Bennerr. We probably will come to that. 

Senator Futsricur. Well, you can put it in the record, neverthe- 
less. It comes a little later in our discussion, if you will just hold 
it for that. 

Mr. Rosenspaum. Very well. 

Senator Futsrigur, This other background material I want to get 
into the record, and for your information I continue with Mr. Jantzen’s 
report, and I quote: 

The financial condition of the applicant is poor to the extent that financial 
Assistance appears to be needed regardless of the proposed expansion. The 
deterioration in condition from excellent to poor during a period of high earnings 
was caused by plant expenditures and Barium’s withdrawals of cash which were 
equal to about 200 percent of the company’s cash cost to Barium. The record 
shows that other companies which were sold to Barium were also exploited, yet 
Bariuin’s “company only” statement shows it to be also in poor financial condition. 

It is doubtful that the applieant’s earnings in normal times will be 
sufficient to repay the requested loan. 

The men which comprise the operating management of the business are much 
the same group which operated it under its previous ownership, but they are 
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now subservient to the reckless Mr. Sisto, who heads the parasitic Barium Steel, 
and who has no sustained record of success in any line. 

The conclusion reached is that the requested loan be declined because of the 
above-mentioned unfavorable factors and the inadequacy of collateral. If, how 
ever, a loan in a lesser amount can be arranged it would seem that the prerequi- 
sites would involve 

1. Barium’s injection of not less than $3,000,000 of new equity capital into 
the venture. 

2. A voting trust of all of the applicant’s stock; the voting trustees to be 
satisfactory to RFC and to include neither Sisto nor Eberstadt. 

It is clear that Barium cannot supply any equity capital except through the 
liquidation or sale of some of its other subsidiary and affiliated concerns. It is 
thought that it should do just that—consolidate its position, and place itself 
and the remaining subsidiaries in good condition. 


Senator Futsricut. The whole report of April 4, 1949, will be put 
in the record at this point. 

Those were pertinent excerpts which T read. I will ask Mr. Willett 
to supply that for the record from the RFC. 

(The report referred to follows :) 


AGENCY EXAMINER'S ReEpoRT ON FORMAL APPLICATION FoR LOAN TO BUSINESS 
EN TERPRISE—PHILADELPHIA LOAN AGENCY 


Applicant.—Central Iron & Steel Co., South Front Street, Harrisburg, Pa 

igency No.—LBE-2214 

Date of application.—March 14, 1949. 

Date of report.—April 4, 1949. 

Established.—1853. 

Maturity requested.—11 years. 

Loan applied for.—$5,300,000. 

Business.—Manufactures and sells carbon and alloy steel plates, forging grade 
plates, boiler and fire-box plates, rolled steel thoor plates, steel stampings and 
washers, flange and dished heads, and prefabricated plate parts 

Efforts made to obtain requested loan.—Vhe Irving Trust Co., Guaranty Trust 
Co., and the Chemical National Bank, all of New York City, are reported to have 
declined the requested loan because of its nature 

Bank participation.—None. 

Purpose 


To pay cost of: Requested 
New steel-making plant SP. 449, B26 
Biooming and slabbing mill 1. 386. 163 
Pipe fabricating department B50, 000 
Completion of facilities at No. 2 mill 200, OOO 
\dditional continuous furnace 250, COO 
For additional working capital 664,511 

Total 5, BOO, 030 
Recommendation,—_Not recommended 


Comments on purpose.—The request is for a loan to pay for the entire cost of 


a $5,300,000 plant-expansion program which was begun in June 1948, and o1 
account of which the applicant had spent $664,511 of its own funds as of Janu 
ary 51, 1949. It requests us to reimburse it for the 8664.511 and make available 
the $4,635,489 desired to complete the program. The individual items of the pro 
gram; amounts expended, and balance needed are: 


Ftam Es i 
Blooming and slabbing mill $2, 000, OOK Mt § $ Rf, 1f 
New furnace at present universal mill 2 (0) 
Completion of facilities at No. 2 mill UM), (MM ( 2000), OOM 
New steel-making plant 2, 500, OOM 674 2, 449, 52 
Pipe fabricating department 50, OOM » O00 


I 


Total 5 300. OO 604.511 4 635 
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Work on the new blooming and slabbing mill is well advanced and it should be 
completed in June or July 1949. Work to date on the new steel-making plant 
is mainly in the form of engineering, and some preparation of the plant site. 

When the plant expansion was begun, the applicant’s idea was to finance its 
cost from current earnings, or from advances from a customer to whom a good 
portion of production would be allotted. <A satisfactory deal has not material- 
ized, and the outlook for earnings is not as favorable as it was a few months ago. 

Previous action.—The Barium Steel Corp., the applicant’s parent company, 
is reported to have obtained an RFC loan of $150,000 on June 18, 1938. It is 
said the loan was repaid in 1942. 

On December 19, 1946, an application of the Jacobs Aircraft Engine Co., Potts- 
town, Pa., for a loan of $1,000,000 was declined. Jacobs was at that time a 
wholly owned subsidiary of Barium Steel. 

Collateral offered.—A lien on— 

(a) Land, buildings, machinery, and equipment comprising applicant’s 
presently owned plant located at Harrisburg, Pa., having a net book value 
of $4,244,565 as of January 31, 1949, as described in attached appraisal 

report. 

(b) New steel-making plant and other facilities to be acquired from the 
proceeds of the requested loan at a cos¢ of $4,635,489 as described in attached 
appraisal report. 





| ye ir { isec 
| Cost Net book Appraised 


Loan value 
value | value 7 










ia eae : ; Bee aes aaa 
r | 
Now owned: 



























j ! 
Land $381, 636 $381, 636 $400, 000 $300, 000 
Buildings-. | 1, 144, 236 377, 240 | 377, 240 | 200, 000 
Machinery and equipment | 6, 189, 962 | 3, 485, 689 | 3, 500, 000 1, 500, 000 
1 - see pee = - — os = = — - 
Subtotal _- | 7,715,834 | 4,244,565 | 4, 244, 565 2, 000, 000 
To be acquired: : | oh ee | 
Buildings and foundations 360, 000 | 360, 000 | 100, 000 
Machinery and equipment 4, 275, 489 | 4, 275, 489 | 2, 200, 000 
Subtotal. _____ etitheitnitasi Ba 4, 635, 489 |...._.._ ad 4,635, 489 | 2, 300, 000 
Grand total. __- | 42,351,323) 4,244,565 | 8,880,054 | 4,300, 000 
| 


| | 


Guarantor. Barium Steel Corp., 25 Broad Street, New York, N. Y., will un- 
conditionally guarantee the loan as to principal and interest. Barium owns all 
the stock of the applicant. Its balance sheets and income and expense statements 
are attached to this report. 

Appraisal.—The appraisal was made on March 30, 1949, by Lester R. Waugh, 
Chief of War Activity Liquidation Division, a copy of whose report it attached 
to this report. 

Comments on collateral_—The plant site covers about 80 acres of land most of 
which lies between the main line of the Pennsylvania Railroad and the east 
bank of the Susquehanna River in the southern section of Harrisburg, Pa. 

Its present steel-making facilities include five basic open-hearth, stationary, 
oil-fired furnaces with rated capacity of 115 net tons per heat and an annual 
-apacity of 288,000 net tons of ingots; three cupolas which are used as auxiliaries 
to preheat some of the scrap used in the furnaces and reduce time of heats. 

Its rolling mills are— 

Net tons annual 

rolling capacity 
1 sheared plate mill, 34 by 126 inches_____-_______- sceiigcitibes _. 182, 000 
1 sheared plate mill, 28 by 89 inches aiid eal ‘ 50, 400 
1 Universal mill, 25 by 50 inches__ 


sib puslicsaiine a aisbiiecacadatee’: ~~... 105, 600 
TORR e Z ees P 288, 000 

The proposed expenditures are intended to double the capacity of the exist 
ing facilities. 

It is thought that the collateral offered is inadequate to secure a loan in the 
amount requested. The guaranty of the loan by Barium Steel Corp. is con- 
sidered to be of little or no value. 

History.—Incorporated under Pennsylvania laws on May 18, 1946, the ap- 
plicant succeeded to the business of a corporation of like name which had been 

































incorpo 
the olde 
From 
membe! 
promine 
undac 
Co. & 
burg T 
on Mar 
sold the 
was me 
applica 
holders 
shares | 
Bariu 
and ma 
which \ 
14 indu 
largest 
of Bar 
consolit 
Barit 
price f 
the fin: 
acquire 
In tl 
139,725 
It borr 
Republ 
loans f 
Januar 
tion, ¢ 
officers 
cant’s 
$591 ,00 
of $173 
of Bari 
Othe 
On A 
Clyde | 
$1,324,; 
certain 
used th 
Corp. 
On J 
which 
Bariun 
to borr 
repay | 
On I 
and 3, 
cash aj 
Later | 
loan fi 
Prod 
are ho 
produc 
are mi 
structt 
plate-c 
Sale 
New Y 
agents 
Tenn. : 
Angele 
MN, 2. 
and T 








STUDY OF RECONSTRUCTION FINANCE CORPORATION 1503 


incorporated in 1897. The old corporation consolidated three local enterprises, 
the oldest of which was begun in 18553. 

From 1897 until 1946 the shares of the old company were held principally by 
members of the McCormick, Cameron, and Bailey families—all wealthy and 
prominent in local affairs. Vance C. McCormick was prominent in State politics, 
und a cousin, Donald MeCormick, was president of the Dauphin Deposit Trust 
Co. The Baileys are interested in the Harrisburg National Bank and Harris 
burg Trust Co. The old company became a subsidiary of Barium Steel Corp 
on March 18, 1946, when holders of 112,760 shares (50.178 percent of the total) 
sold their stock to Barium for $1,453,375. On May 138, 1946, the old company 
was merged into Barium which immediately transferred the business to the 
applicant and it has since been a wholly owned subsidiary of Barium. The 
holders of the 111.780 minority shares of the old company were given 139,725 
shares of Barium Steel Corp. common stock 

Barium Steel Corp—Parent company.—The Barium Steel Corp. is a holding 
and management company which has attained fair size in recent years Barium, 
which was created by Joseph A. Sisto, a New York securities dealer, owns about 
14 industrial concerns operating in the capital-goods field. The applicant is the 
lurgest and most important of the subsidiaries, contributing about 50 percent 
of Barium’s consolidated 1949 sales, and about 70 percent of Barium’s 1949 
consolidated net profits. 

Barium’s method of company acquisitions appears to be to pay the purchase 
price from the proceeds of loans from a finance company, and to then repay 
the finance company with money it “borrows” (takes) from the business so 
acquired. 

In the case of Central Iron & Steel Co., Barium gave $1,453,375 cash and 
130,725 shares of ($1 par value) Barium Steel common stock for the business 
It borrowed $945,000 from the Bankers Commercial Corp. and $500,000 from 
Republic Industries, Inc., a subsidiary, which it paid back from proceeds of 
loans from Central Iron & Steel Co. In the 2 years and 9 months ended 





January 31, 1949, Barium borrowed $1,976,474 from the company and, in addi- 
tion, caused it to pay large salaries ($100,592 in 1948) to two of Barium’s 
officers ; charged the applicant a service charge of $38,000 a month as the appli 
cant’s part of Barium’s New York office expense, and took commissions of 
$591,000 in 1948 on certain sales of Central Iron & Steel Co., and commissions 
of $173,000 in January 1949. These items alone are equal to about 200 percent 
of Barium’s cash outlay to acquire the business. 

Other acquisitions: 

On August 30, 1944, Barium purchased all of the outstanding stock of the 
Clyde Iron Works, Ine., for $1,333,860 and financed the purchase by borrowing 
$1,824,324 from the Bankers Commercial Corp. It then caused Clyde to redeem 
certain of the stock for $600,000, and to loan it (Barium) $791,000. Barium 
used the proceeds of the stock retirement and loan to repay Bankers Commercial 
Corp. 

On June 22, 1945, Barium purchased the Erie Bolt & Nut Co. for $341,000, 
which it financed by borrowing $341,000 from the Bankers Commercial Corp. 
Barium then merged Erie Bolt into Clyde Iron Works, Inec., and caused Clyde 
to borrow on its accounts receivable and use the proceeds of such advances to 
repay Barium's debt to Bankers Commercial. 

On December 14, 1945, Barium purchased Globe Forge, Inc., for $485,070 cash 
and 3,154 shares of ($1 par value) Barium Steel common stock All of the 
cash amount was financed by a loan to Barium from Bankers Commercial Corp. 
Later Barium borrowed $410,000 from Globe and used the money to repay 
loan from Bankers Commercial. 

Products and method of operation—The principal products of the applicant 
are hot-rolled carbon-steel plates in standard sizes, which are made from steel 
produced from scrap melted in open-hearth furnaces. Sales of finished plates 
are made to pipe, tank, and boiler manufacturers, plate fabricators, bri 
structural shops, shipbuilding companies, car and locomotive builders 
plate-consuming industries. 

Sales are made through four district sales offices located in Phi 
New York, Boston, and Baltimore, through salaried representatives, 
agents working on commission basis, located at Buffalo, N. ¥ Chattanooga, 
Tenn.; Cleveland, Ohio; Dallas, Tex.; Detroit, Mich.: Kansas City, Mo.: Los 
Angeles. Calif.; Milwaukee, Wis.; Pittsburgh, Pa.: Portland, Oreg.: Rochester, 
N. Y.; San Francisco, Calif.; Seattle, Wash.; Syracuse, N. ¥ and Montreal 
and Toronto in Canada. 
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Position of applicant in industry.—The applicant competes in the sale of plates 
with about 22 other steel producers. It claims to be the fifth largest producer 
of plates in the United States, its position being— 


Annual capacity (net tons 
Company 


Sheared | niversal Total 


United States Steel Corp 3 379, 100 642, 700 4 021.800 
Bethlehem Steel Co 660, 000 370, 000 1. 080, 000 
Lukens Steel Co 436, 800 436, 800 
Worth Steel Co 300, O00 300, O00 
Central Iron & Steel Co 182. 400 105, 600 PRR OOO 
Others 853, 100 253, 000 1, 106, 100 


lotal 5, 811, 400 1, 371, 300 7, 182, 700 


Although its rated capacity is equal to 4 percent of the total, the applicant's 
actual production has been substantially less than its rated capacity so that its 
contribution to plate output is something less than 4 percent. As plates account 
for about 10 percent of the total volume of all steel business it would appear 
that the applicant’s volume is less than 0.1 percent of the total. 

Financial condition.—The condensed comparative balance sheets as of Decem- 
ber 31, 1944-48, are as follows: 


[000 omitted] 
1944 1946 


Cash $513 $1, $661 
Receivables 906 5AY 
Inventories l 1, O89 


rotal current assets 2, 26 ve 2, 309 
Next fixed assets 1, 652 
Other assets i 41 1, 516 


otal assets a P- 5,477 


The balance sheets as of December 31, 1944 and 1945, are those of the old 
company while the December 31, 1946-48, statements are of the applicant con- 
cern. The 1944-45 statements show an excellent condition with cash in excess 
of all debt. and net worth substantially greater than fixed assets. 

The outstanding features of the 1946-48 statements are the decline in work- 
ing capital and liquidity and the sharp increases in fixed and other assets, and 
total debt. The gross expenditures for fixed assets amounted to about $2,115,000 
in the 3 years ended December 31, 1948, as the result of the applicant’s effort 
to increase capacity and speed up production. The real reason for the decline 
in Working capital, however, was the lending of money by the applicant to Barium 
Steel Corp., its parent company. The loans due from Barium on the statement 
dates were: December 31, 1946, $1,366,202; December 31, 1947, $1,724,751: De- 
celber 31, 1948, $1,976,474. 

This shows that Barium very promptly reimbursed itself for the cash it prid 
to acquire the business. During January 1949 the applicant paid a 51,590.54 
dividend to Barium, which Barium used to reduce its indebtedness to the 
applicant. 
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The balance sheet as of January 31, 1949, and a pro forma statement 
follows : 


1. Cash 
Notes and accounts receivabk 
Inventories 


Total current assets 
Net fixed assets 


Other assets 
lotal assets 


. Current liabilities 
Other debt 
RFC loan 


Total debt 
Y. Net worth 


Total liabilities 


Contingent liabilities: 
The applicant is contingently liable for additional Federal income taxes for 
years subsequent to 19438, the last return audited by the collector's agents 


Working capital 
Current assets 
Current liabilities 


Net working capital 


Footnotes: 

1. Cash: The cash represents applicant’s balances on deposit at Dauphin 
Deposit Trust Co., Harrisburg, Pa., the applicant’s only depository. The 
ficure is increased to $904,698 in the pro forma statement from part of the 
proceeds of the requested loan. 

2. Receivables: These are- 

Notes receivable eee é $20, 801 
Accounts receivable : 
Current __- arb aioe scale 1, 242, 821 

Past due not over 4 months_- Saar 67, 958 

Total 1, 331, 670 

Less reserve for doubtful accounts_-_ 25, O70 


Net eh asec aes ae sh kc gil 1, 306, 100 


The accounts receivable are due from about 127 customers for merchandise 
sold and delivered on terms of % percent 10 days, net 30. The reserve for 
losses is said to be more than adequate. 

3. Inventories: These are— 


Raw materials ‘ $1, 194, 796 
Work in process 976. 640 
Finished products 279, 887 


Fuel mslrltsieddhenscien . ; 174, 971 


Ingot molds and accessories 3045, 569 
Supplies and machinery parts 


MN rience 


The principal raw material items are purchased scrap, mill scrap, manga 
nese, silicom, spiegel, titanium, screened river coal, magnesite, fluorspar, 


ores, cinder, sand, ete. The dollar amount is based upon estimated units, 
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and average cost prices (average at beginning of month, plus average price 
paid during the month). The raw materials are less than a 30-day supply 
at current rates of operation. 

The work in process is principally in the form of ingots and slabs. The 
amount is based upon physical count and priced at average cost of the 
preceding month. 

The finished products are steel plates, heads, and disks. The figure is based 
on physical count and priced at average cost. 

The fuel items include coke, coal gas, steam coal, and fuel oil. The quan- 
tities are estimated and priced at average cost. 

The ingot molds are from physical count. The store supplies and ma- 
chinery parts are a book figure based on perpetual inventory. The items are 
kept in storerooms and requisitioned out as needed. 

4. Net fixed assets: 


Cost | Depreciation | Net book value 


Land | $381, 636 $381; 636 
Buildings 1, 144, 236 377, 240 
Machinery and equipment_--- * 6, 189, 962 , 273 3, 485, 689 


Total seats cae a 7,715, 834 3, 43 4, 244, 565 


The fixed assets are described in the attached appraisal report. The figure 
is increased to $8,880,054 in the pro forma statement to reflect expenditures 
from the proceeds of the requested loan. 

». Other assets: This is the total of— 


Advance payment on account of equipment purchased ~~ $15, 000 
Accounts receivable: 
garium Steel Corp : ees aca _ 385, S80 
Shettield Iron & Steel Co . 359 
Wiley Manufacturing Co ; : 413, 611 


13 
Federal income tax, carry-back claim a/c 1944 operations 72, OOO 
1 


U.S. Treasury 244’s due 1953, deposited under trust agreement 0, O16 
Miscellaneous investments_—__ : “se , S01 
sia: aaa 


Prepaid insurance, property taxes, etc oe, 


-t 


Total ; aia ; adeno tee, 1% 


The Barium Steel Corp. item represents a loan to the parent company. The 
Sheftield & Wiley Manufacturing Co. accounts are for merchandise sold and 
delivered to affiliated companies on regular terms. The tax-refund item 
represents a claim filed with the collector of internal revenue for a refund 
of excess-profits taxes paid in 1944. The Treasury bonds are deposited with 
the Commonwealth of Pennsylvania in connection with self-insurance of 
workmen’s compensation. 

6. Current liabilities: These are— 

Accounts payable: 
Nonafliliated companies _- = $2, 221, 
Barium Steel Corp__ ; 6, 
Advance payments and credit balances from customers 46, 
Notes payable: 
Clyde Iron Works ears 100, 
Trade ied Cb ; SO, 33: 

‘crued wages ; ; % 1, 

‘crued social security and unemployment taxes wales 26 6 

‘crued Pennsylvania capital stock tax 18, ‘ 

‘crued Federal and Pennsylvania income taxes 1, 419, 044 

crued interest on notes payable__ wi S17 


Total - _ 5.071, 409 


The trade accounts payable are due to about several hundred creditors for 
materials, supplies, and services, The Barium Steel item is due the parent 
colupany on account of Commissions on sales and has been paid. Advance 
payments were received from about six large accounts as “earnest”? money 
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on account of large orders received, the item is reduced as the orders are 
filled. The note payable to Clyde Iron Works (an affiliated company) 
represents a temporary loan which is due April 4, 1949. The trade notes 
were issued in connection with machinery and equipment purchased and 
mature quarterly over the next 12 months. The accrued wages covers about 
314 weeks’ pay to the applicant’s workers. Workers are paid biweekly or 
semimonthly. The large tax item is an estimate of taxes due on 1948 and 
1949 profit : 


Est. Pennsylvania income tax on 1948 profits 106, 944 
Est. Federal income tax on 1949 profits epee 164, 500 
Est. Pennsylvania income tax on 1949 profits 15, OVO 


Est. Federal income tax on 1948 profits__- ee $1, 132, 600 


Total ‘ ees 1, 419, O44 


The Pennsylvania income tax is paid on applicant’s profits, while the Fed- 
eral income tax is applicant’s proportionate share of Barium’s tax bill on 
a consolidated basis. 

7. Other debt: This is 
Reserve for repairs : ‘ $25, TIO 


Reserve for workmen’s compensation £ .. 25, 889 


Reserve for vacation pay__-__--~- . 11, OOU 


Rotel... 


Bi ln Ce gets Sh _... 62, 679 


The reserve for repairs is maintained to spread the cost of reserves 
over the entire year. The reserve for workmen's compensation is to cover 
cost of workers’ compensation on account of injuries, the annual payments 
running between $20,000 and $25,000, 

8. RFC loan: The pro forma statement shows the requested loan to be 
outstanding in the amount of $5,300,000 with $664,511 of the loan proceeds 
shown as added to cash, with the balance added to fixed assets. 

%. Net worth: This is 


50,000 shares capital stock ($10 par value) : _ $500, 000 
Capital surplus _. é at. . 3, 162, 639 
Earned surplus caked 1, TO7, 562 


NE i se da a : 5, 370, 201 


The capital surplus originated on May 13, 1946, when the applicant corpo- 
ration was formed. The net worth of the predecessor corporation on April 
30, 1946, was: 


pen 


225,540 shares capital stock ($10 par value) : $: 
Earned surplus (adjusted) 
Total renates ss aca oa ta aati ; 3, 662, 639 
The merger of the old company into Barium and the transfer of all of the 
old company’s assets and liabilities to the applicant occurred on the same 
day, without any changes in values. The earned surplus is the net protit 
retained in the business since April 30, 1946. 


Comments on financial condition —The January 31, 1949, balance sheet shows 
an unsatisfactory condition with only $235,521 of working cupital and a low 
degree of liquidity. The declines in other assets and net worth as compured 
with the December 31, 1948, balance sheet are due to the payment of the above 
mentioned $1,590,594 dividend and its use to reduce Barium’s indebtedness to 
the company. The rise in fixed assets during the month is accounted for by 
expenditures in connection with the new blooming and slabbing mill 

The pro forma statement shows the requested loan to be outstanding with 
$664,511 of the proceeds as added to cash, with the balance or $4,635,489 as added 
to fixed assets. Although working capital is improved, the relationship between 
net worth, fixed assets, and total debt is unsatisfactory, It is thought that 
working capital of $900,082 is inadequate for the applicant’s current needs, yet the 
expanded plant facilities are designed to permit an increase of about 100 percent 
in volume. It would appear that in addition to a loan, a rather substantial 
amount of equity capital is also needed here. 
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Harnings.—The condensed comparative income and expense statements for 
the years ended December 31, 1944-48, and for the month ended January 31, 
1949, are as follow: 


[000 omitted] 


1 month 


‘ < ( ended 
1944 1946 1948 Jan. 31 
1949 


$8, 442 $18, 934 $26, 925 $2,615 
7, 561 16, 850 22, 708 2, 028 


SS] 2, O84 4,217 


37 &S 4 


918 2,172 4,311 
60 120 223 
ill other expenses 66 501 756 1, 029 


Profit before depreciation and tax : 357 1, 206 3. 059 
ion 108 102 140 
ixes On income ‘ 144 465 1, 133 


on 
105 729 1, 786 


Unfilled orders: As of January 31, 1949, unfilled orders totaled 30,200 tons 
an average selling price of $146.86 per ton, 
Analysis of net worth: 


1948 1949 


orth at beginning B3, 5¢ $3, 7! $3, $3, $4, 8&5 $6, 692 
1, 7. 


t profit for period 
Surplus paid-in 


idditions 


"> 
aD 
0 
84 
} 
] 


6, 692 


u 0 
0 0 0 


3, SYY 4,822 6, 692 


Che additions to surplus are mainly tax refunds or adjustments made in connection with the filing o 
consolidated tax return by Barium 


Analysis of the income and expense figures using sales as 100 percent is 
follows: 


[Percent] 
1944 1945 
100 100.0 
Qh U6. 4 


6 
> 


ther exper 


’rofit before depreciation and tax 


Comments on carnings.—The figures show a decline in sales during the 3 years 
ended December 81, 1946, and then a very rapid rise. They also show that 
profits spiraled with the increased volume. The percentages show an excellent 


increase 
statistics 


Plates 
Flanging a 


Plates 
Flanging a 


AV 


Plates 
Flanging a 


The p 
The dro 
which v 
decline 
on Jani 
all oper 
caused 
100k pli 
income 
applica 
regular 
Barium 
mission 
also so 
that an 
amount 
taken i 
higher. 
25.640 | 

(‘osts 
rising | 
prices, 
being: 

Aver 


Duri 
scrap, 
iron 
In mal 
or had 
purchi 





STUDY OF RECONSTRUCTION FINANCE CORPORATION L509 


increase in profit margin and that expenses have been well controlled. The 
statistics which influence dollar volume are: 


UNIT SALES OF PRINCIPAL PRODUCTS 
[Net tons] 


1944 


Plates 249, 031 178, 028 
Flanging and stamping 9, 969 11, 100 


DOLLAR VOLUME OF PRINCIPAL PRODI 
[000 omitted] 


Plates $12, 868 $9, ORS 
Flanging and stamping 1,317 1,314 


AVERAGE PRICES RECEIVED PER NET TON OF PRINCIPAL PRODUCTS 


Plates r $51. 67 $51. 02 $60. 99 $84. 57 $118.59 $143. 38 
Flanging and stamping ae 32. 13 108. 38 | 33. 57 150. 85 194. 37 207.15 


The price stability in 1944, 1945, and most of 1946 was due to OPA regulation. 
The drop in volume in 1945 was due to the war contract terminations in August, 
which was followed by a lull in the commercial ordering of plates. The further 
decline in volume in 1946 was almost entirely caused by a strike which began 
on January 21, 1946, and did not end until March 22, 1946. During the period 
all operations were suspended. The sharply higher dollar volume in 1847 was 
caused by increased unit volume at higher prices. Some unusual transactions 
1ook place in 1948 and in January 1949, which are not completely reflected in the 
income and expense, and average price figures shown above. During 1948 the 
applicant sold plates to certain of Barium’s “friends” at prices in excess of its 
regular list prices. On those transactions it collected $591,000 which it paid to 
Barium as commissions but neither the “premium” it collected, nor the “co! 
mission” paid are entered on its books. During January 1949, the applicant 
also sold plates which yielded it $173,000 in excess of its list prices and paid 
that amount to Barium, The dollar sales do not include the $175,000, and that 
amount is not shown on the applicant’s books as expenses. Had these sums been 
taken into sales, the average selling prices in 1948 and 1949 would have been 
higher. It is said that the “premiums” averaged about $25 per ton 
25,640 tons in 1948, and about 6.920 tons in January 1949. 

(‘osts: The principal items of cost are scrap, labor, and fuel, and 
rising prices for them which accounted for a good part of the 
prices. The most important of the cost items is scrap, the applic 
being: 


Average cost of scrap metal consumed : 


{Dollars per gro 


ivy melting 


he 
», 2heavy melting 


During 1944, 1945 and 1946, the applicant is said to have used 1 
scrap, but in recent years has been forced to use scrap because 
iron. The applicant’s average cost figures do not immediately 


in market prices as in each period it consumed material which it ha hand 


or had contracted to purchase at the beginning. The applicant reports it has not 
purchased any serap since the beginning of the year and has be working off 
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The | 
Breuch: 


the high cost serap it had on hand, and was committed to purchase, on its 
backlog of orders which were booked at good prices. 

Since December 31, 1948, a very sharp drop has occurred in the prices of 
scrap, the current prices being: 























Per gross ton 

ON ee tas acsearle laeiskciniagess dines el chaaivadatad ecco eit eel _ S30 

NO... ORY FuDIIOE BOL. a a Ee ee stoke tenet 27 
No. 2 heavy melting steel__._....___-._- a SR 2 Se a 22 Total shat 
Bundles —- ase ssp eh iveaagasetiae ihe : pike ak ce ae ae 20 _— 

The applicant claims that it will soon begin buying at these prices, and will sell 
plates at lower prices. : 
Selling and administrative expenses: The applicant’s principal expense items Basil 
are home- and branch-office selling expenses, commissions paid to agents, cash natural 


years. 
coming 
in 1939 
in 1945 
salary ; 
Alexi 
citizen 
came t 
1925, a 
and vic 
his enti 
to the ] 
Jame 
acer. 
tary an 
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discounts on sales, office salaries and expense, general expense, and taxes other 
than taxes on income. The dollar amount paid on commissions are certain 
salaries fluctuates with sales and profits. 

Profits: The applicant is a marginal operator in a normally competitive line. 
It is thought that the profit figures for the period reviewed do not provide a very 
good clue as to the future because of the unusual conditions which have pre- 
vailed. The year 1944 was a war year; in 1945 war contracts were terminated 
but gvartime regulations were continued; in 1946 a strike caused the applicant 
a né® loss of about $235,000 during the first quarter so that to recover the loss 
and report a net profit of $105,000 for the year, it did very well in the last 9 
months of the year; in 1947 and 1948, demand exceeded supply, prices rose 
rapidly, and protits were at record-breaking peacetime levels, 

Now in 1949, a different pattern of events appears to be in the making. Scrap 
prices have tumbled, because the large companies which control a source of iron 
have stopped buying scrap, and applicant’s competitors are now selling plates 
at S80 per ton. Beginning the year with a nice backlog of orders to be delivered at 
applicant’s list prices at time of shipment, the applicant has been reluctant to 





















reduce its prices until its backlog of orders are filled. As a result of maintaining Josey 
prices above the market, its backlog has dwindled and it is now about to buy of We 


acquire 


scrap at current prices and announce a drop in price from $130 per ton plus ¢ Bari 
0 ar! 


extras, to SSO per ton, and open its order books. A drop in price of 384. 


percent or more, regardless of lower raw material costs is a thing of some con- spends 
sequence and the ability of the applicant to make any money, or any appreciable BORROE | 
amount of money, remains to be proven. While it is claimed that a good demand preside 
exists for plates, it seems that supply has caught up with demand and that and = 
there will be no more sales at premium prices. The additional facilities which Mr. Sis 
the applicant proposes to acquire from the proceeds of the requested loan will ruptcy. 
give it increased productive capacity which will result in lower costs only if Novem 
worked at efficient levels. The interest and amortization charges to be assumed in $1,746, 
connection with the borrowed money are definite increases in costs, and it is confirn 
thought that by borrowing any substantial amount of money the applicant will be assets. 


Decem 
cant al 

Rud 
directa 


placing itself at competitive disadvantage relative to debt-free competitors. 
Management: 


a is | stock | Face value, almost 

Name litle } Salary | oy ned life insur- the aff 

| | ince 1942 hi 

- _ ee ee ee ee eS cia the las 

Basil M. Graham . | President . ne Sl ee 1 $21, 500 0 | $40, 000 Steel ( 
Alexius E. Eck ; _.| Vice president ia as 1 12.500 0 | 35, R70 

James E. Jones iain oe =| Secretary and treasurer iia 112, 500 0 | 30, 310 the ap) 

John C. Banser ie Fe eee 0 0 $5, 000 Mes: 

Joseph A. Sisto ..--...-| Executive committee.............. 1 25, 000 0 | 64, 972 Corp. 

Rudolph Eberstadt......-..- Executive committee_....... - daieeeloachaa 1 25, 000 0 80, 500 





1 Plus bonus equal to 1% percent of net profits before Federal income taxes to Graham, Eck, and Jones, 
and 2 percent to Sisto and Eberstadt. 
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The directors are: Messrs. Graham, Sisto, and Eberstadt, and Jules R. 
Breuchaud, Nelson Gammans, and Robert C. Hardy. 


Shares ($10 
par Vv slue 


nmon 


Total shares 
Authorized 


50, 000 
Outstanding 


50, 000 


Basil Marmaduke Graham is 59 years old, married, a native of England, a 
naturalized citizen of the United States, and a resident of Harrisburg for many 
years. Trained in accounting, he worked for a public accounting firm before 
coming here in 1922 as comptroller. He was appointed secretary and treasurer 
in 1939; vice president, secretary and treasurer in 1941, and was elected president 
in 1945. He is the chief executive officer, and supervises all operations. His 
salary and bonus totaled $57,021 in 1948. 

Alexius Bb. Eck is 61 years old, married, a native of Sweden, and a naturalized 
citizen of the United States. After employment with others in this line, he 
came to the company in 1916 as chief draftsman, was named chief engineer in 
1925, assistant general superintendent in 109389, general superintendent in 1940, 
and vice president in 1945. He was in charge of operations but is now devoting 
his entire time to engineering in connection with the improvements and additions 
to the plant. His salary and bonus totaled $45,605 in 1948. 

James E. Jones is 56 years old, married, and came here in 1926 as credit man- 
ager. He has worked closely with Mr. Graham and was named assistant secre- 
tary and assistant treasurer in 1939, and secretary and treasurer in 1945. He is 
in charge of finance, record-keeping, purchases and sales, and assumes Graham's 
duties in the latter’s absence. His compensation amounted to $48,021 in 1948. 

Joseph A. Sisto is 60 years old, married, and became active here in the spring 
of 1946 when Barium Steel Corp., a holding company which Sisto dominates, 
acquired this business. Since the applicant is the largest and most important 
of Barium’s subsidiaries, Mr. Sisto maintains close control of its operations and 
spends a few days of almost every week at the plant In addition to being the 
senior partner of J. A. Sisto & Co., dealers in stocks and bonds, New York, he is 
president of Sisto Financial Corp., chairman of the board of Barium Steel Corp., 
and a director of all of Barium’s subsidiary companies. On October 1, 1930, 
Mr. Sisto and the other partners of J. A. Sisto & Co. were petitioned into bank 
ruptecy. The Irving Trust Co. of New York was appointed receiver, and on 
November 5, 1930, schedules filed showed liabilities of $1,455.064 and assets of 
$1,746,009. On December 3, 1950, a composition settlement of 50 percent was 
confirmed in cash and an undertermined amount for the liquidation of slow 
assets. He was expelled from membership of the New York Stock Exchange on 
December 29, 1988, for violations of its rules. 
cant amounted to $50,246 in 1948. 

Rudolph Eberstadt is 55 years old, married, and is president, treasurer, and 
director of Barium Steel Corp. He is also a director, president or treasurer of 
almost all of Barium’s subsidiaries and is reported to devote most of his time to 
the affairs of the other subsidiaries rather than the applicant. From 1926 to 
1942 he was a partner in one or another firm of securities dealers in New York, 
the last of which was Tobey & Co., which had acted as underwriter for Barium 
Steel Corp. common stock. He joined Barium in 1942. 
the applicant amounted to $50,246 in 1948. 

Messrs. Breuchaud, Gammans, and Hardy are identified with Barium Steel 
Corp. 


His compensation from the appli- 


His compensation from 
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The officers are assisted in the operation of the business by the following key- 
men: 






1948 
Name litle Base pay | compensa- 
tion 
William F. Zerbe General manager, operations $12, 500 $48, 021 
Harwood M. Jones Assistant general manager, operations 7, 200 11, 263 
Irving M. Smith General sales manager 11, 000 47, 396 
Fred L, Steuber Assistant general sales manager 7, 200 | 19, 329 
Henry E. Bankert Master mechanic 6, 600 8, 906 
Edw. 8. Webster District sales manager 5, 400 10, 216 
Clyde 8. MeCauley__. Superintendent, fabricating department 6, 000 &, 807 
William H. Spooner. _- District sales manag 6, 000 5, 541 
John O, Stengle ; Superintendent, open-hearth department 6, 600 8, 728 
Don H. Whitmeyer Salesman__ - 3, 900 7, 796 
Frank L. Estep. ; Consulting engineer 17, 500 


Comments as to management.—Messrs. Graham, Eck, Jones, Zerbe, and Smith 
are the men that supervise the routine operations. They provided capable operat- 
ing management for the previous owners of the business and are now loyal to 
Sisto who represents the real ownership interest here and who makes all of the 
important decisions. 

Mr. Estep, a New York consulting engineer, is employed by Barium Steel Corp., 
but as he has been devoting a large portion of his time to the designing of the 
applicant’s expansion program, the applicant has been paying his salary. 

Mr. Sisto is a man with considerable personality, an amazing amount of energy, 
and a long and checkered record in business and finance. His practice of putting 
nothing in, and taking everything out, has worked to the immense detriment 
of the applicant and to other of Barium’s subsidiaries. With Sisto and his asso- 
ciate Eberstadt in the picture it is difficult to imagine anything good materializing 
here. 

Dun & Bradstreet report dated September 22, 1948, summary.—*This company 
reports continued profitable operations on fairly steady unit sales. Earnings are 
reported being retained, largely to finance improvements to fixed assets. I[ndica- 
tions are that the company’s individual financial condition is well balanced, but 
complete financial details are withheld. No bank loans are being used. Trade 
comment is generally favorable.” 

Rating—which means listed but not rated. 

Employment.—(a) The applicant presently employs 2.000 workers. 

(6) It is estimated that the loan will result in the employment of 750 addi- 
tional. 

the employees are almost all men and members of United Steelworkers, CIO. 

Requested maturity and amortization —The applicant estimates that the work 
in connection with the expansion to be financed from the proceeds of the loan 
will not be complete until the end of 1949, and requests that no payments on 
account of principal be required until the loan is fully disbursed. Its offered 
rate of repayment is $300,000 in 1951, and $500,000 a year thereafter, the loan to 
mature July 1, 1961. 

General comments.—The applicant was formed in 1946 by Barium Steel Corp., 
a holding company, to succeed to a business which had a long and successful 
record as an independent manufacturer of steel plates. Although the financial 
condition of the company was excellent in the spring of 1946, the condition of 
its steel making and rolling facilities must have been poor as a considerable 
amount has been spent on plant since then, vet production in 1947 and 1948 was 
about 20 percent under 1944 levels. The request is for a loan, the proceeds of 
which would be used principally to expand the applicant’s steel making, plate 
making, and fabricating facilities. A mortgage on the presently owned plant 
and facilities to be acquired is offered as collateral for the loan. 

The financial condition of the applicant is poor to the extent that financial 
assistance appears to be needed regardless of the proposed expansion. The 
deterioration in condition from excellent to poor during a period of high earn 
ngs was caused by plant expenditures and Barium’s withdrawals of cash which 
were equal to about 200 percent of the company’s cash cost to Barium. The record 
shows that other companies which were sold to Barium were also exploited, vet 
Barium’s “company only” statement shows it to be also in poor financial con- 
dition, 
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The applicant has enjoyed a high volume of dollar sales in recent years on 
which it made considerable profit. The recent sharp decline in the price of steel 
scrap has been accompanied by a substantial drop in the price of steel plates, 
and indicates a return to normal conditions in the steel-plate section of the steel 
industry. It is doubtful that the applicant’s earnings in normal times will be 
sufficient to repay the requested loan. 

The men which comprise the operating management of the business are much 
the same group which operated it under its previous ownership, but they are now 
subservient to the reckless Mr. Sisto, who heads the parasitic Barium Steel, and 
who has no sustained record of success in any line. 

The conclusion reached is that the requested loan be declined because of the 
above-mentioned unfavorable factors and the inadequacy of collatera If, how- 
ever, a loan in a lesser amount can be arranged it would seem that the prerequi- 
sites would involve: 

1. Barium’s injection of not less than $3,000,000 of new equity capital 
into the venture. 

2. A voting trust of all of the applicant's stock, the voting trustees to be 
satisfactory to RFC and to include neither Sisto nor Eberstadt. 

It is clear that Barium cannot supply any equity capital except through the 
liquidation or sale of some of its other subsidiary and affiliated concerns. It 
thought that it should do just that—consolidate its position, and place itself and 
the remaining subsidiaries in good condition. 

Recommendation.—Ageney examiner recommends requested loan be declined, 

1. The financial condition of the company, as reflected by the statements sub- 
mitted, does not warrant the loan requested, since, according to our analysis, the 
current position of the company would not be sufliciently strengthened, and the 
total debt would be substantially disproportionate to the net worth. 

2. The collateral offered as security for the requested loan is not deemed satis- 
factory as it does not afford reasonable assurance of the repayment of such loan. 

3. Satisfying evidence of ability to continue operations with such reasonable 
earnings returns, as to provide for repayment of loan, is not submitted 


IS 


i 


PAUL T, JANTZEN, /raminer. 


Barium Steel Corp., Dec. 31, 1948 





ASSETS 
Cash in bank and on hand $113, 910 
(1) Indebtedness of affiliates account 1948 consolidated income 
taxes : ; : Sons . &© O08. 348 
Miscellaneous ; 7 Se 2 22, 749 
Total current assets : 1, 887, 807 
(2) Securities of affiliates at cost 4 9, 624, 262 
Indebtedness of afliliates, not current . 1,070, 206 
Net fixed assets 6, 294 
Deferred charges and other assets 122, 893 
Total assets ‘ ‘ . ; = 12, 661, 462 
LIABILITIES 
Notes payable , ae 125. 000 
Accounts payable_ ; 75, 427 
(3) Federal taxes on income—consolidated return 1, 772. 000 
Other taxes 5 : . °1, 509 
(4) Indebtedness to affiliates “eo 2, 191, 958 
Other accrued expenses__--- sn ee 10, O74 
Total current liabilities 4,195, 968 
Federal tax contingencies, prior years a 1, 056, 161 
Total debt 3 . : ne sae 5, 22, 129 
Capital stock ($1 par value) 1, 978, 821 
Capital surplus_- " . sisks selina 6, 308, 354 


Earned surplus deficit _. r piu ; S77, 852 
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Contingent liabilities: The company has guaranteed the payment of certain 
obligations of affiliates aggregating $1,182,198 together with interest thereon. 


Footnotes: 


(1) Includes $1,097,222 due from Central Iron & Steel Co. on account of 
consolidated income-tax return. 

(2) Includes $3,653,023 investment in Central Iron & Steel Co., of which 
$1,408,375 was cash paid for stock of old company, $72,500 was fee for finance 
company loan, $98,237 was finders’ fee and other acquisition expenses, 
$1,676,700 value assigned to capital stock issued, and $397,211 the excess of 
Central’s net assets over purchase price or cost. 

(3) Includes $1,044,700 on account of Central Iron & Steel Co.’s propor- 
tionate share of consolidated tax return. 

(4) This includes $493,974 of open-account indebtedness and $1,482,500 of 
notes payable to Central Iron & Steel Co. The open-account item is the total 
of $108,093.43 of interest accrued on promissory notes, and $385,880.48 the 
cost of 37,500 shares of Barium Steel Corp. ($1 par value) capital stock which 
Barium is said to have repurchased from investors in the old Central Iron 
& Steel Co., which took Barium stock in exchange. 


Barium Steel Corp.—Profit and loss statement year ended Dec. 31, 1948 


Operating income: 
Service fees from affiliates ‘ $186, 000 
Dividends from affiliates Si 4 x ‘ 196, 503 
Commissions from affiliates ee oc i : DOO, 354 
Commissions from other than affiliates z : 71, 386 


Total operating income ie Batt ee . 1,344, 283 


Other income... Se : pista ; 7 eae 27, 707 
Total income_____- sith ae - 1,371, 990 
Officers’ salaries a ; 29, 108 
General and administrative expenses, ete_________- - ;: GS1, 842 
Profit before provision for Federal income tax 661, O40 
Federal income tax_- : z 7 : = 79, 200 
Total profit_.- : icles ares — aie x 581, 840 


Senator Fursrienr. I want to read an excerpt from Mr. Jantzen’s 
report on the second application. What I read before was the first. 

The second application of Central Iron & Steel Co. was filed on 
August 26, 1949, before any funds had been disbursed by RFC under 
the first authorization. The second application requested $1,900,000 
for a 5-vear period. With respect to its purpose, Examiner Jantzen 
said on September 6, 1949, and I quote: 


On August 19, 1949, the Barium Steel Corp., parent company of the borrower, 
entered into an agreement with the Phoenix Tren Works Corp. to purchase inven- 
tories and fixed assets of that concern plus the fixed assets of the Phoenix Bridge 
Corp. for a total of $1,736,650, and made a down payment of $250,000, with the 
balance of $1,486,650 payable September 19, 1949. The agreement also provides 
for Barium to pay $138,238 to Phoenix Bridge Corp. for the latter's inventory, 
pay a pro rata share of the unexpired insurance of the two Phoenix concerns, 
and assume unpaid taxes and other contractual obligations. TLacking funds to 
complete the transaction, Barium proposes to assign the purchase contract to 
Central Iron & Steel Co. 

As the request is for a loan equal to almost 100 percent of the total purchase 
price of inventories and fixed assets it would not merit our consideration except 
for the fact that we recently authorized a $4,700,000 loan to Centra! to provide 
for the construction of additional facilities at Central's Harrisburg, Pa., plant. 

The two companies whose assets the borrower proposes to purchase are pres- 
ently owned by the Kaiser-Frazer Corp., Willow Run, Mich. 


[ also want to put that entire report of Mr. Jantzen’s, dated Sep- 
tember 6, 1949, into the record at this point. 
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(The report referred to follows:) 


AGENCY EXAMINER’S REPORT ON FORMAL APPLICATION FOR AN ADDITIONAL AND/OR 
REFUNDING LOAN TO BUSINESS ENTERPRISE—PHILADELPHIA LOAN AGENCY 


Borrower.—Central Iron & Steel Co., South Front Street, Harrisburg, Pa. 

Agency No.—LBE-2442. 

Date of application.—August 26, 1949. 

Date of report.—September 6, 1949. 

Established.—1853. 

Present company incorporated.—1946. 

Maturity requested.—5 years. 

Loan applied for.—S1,900,000. 

Business.—The borrower manufactures and sells carbon and alloy steel plates 
at its plant at Harrisburg. If the requested loan is authorized it will engage 
in the manufacture and sale of structural steel items at the former plant of the 
Phoenix Iron Co, at Phoenixville, Pa., and through a subsidiary concern, also to 
be acquired, will contract, engineer, and erect in the field, bridges and other steel 
structures. 

Lfforts made to obtain requested loan.—lIt is believed that no effort was made 
to obtain the requested loan from regular sources of credit because of the con 
dition of the applicant and its parent company and the nature of the request. 

Bank participation.—None. 

Purpose.— 

Requested 
To pay to Barium Steel Corp., on account of down payment of pur 

chase price of Phoenix Lron plant $250, 0OO 

To pay balance of purchase price of inventories and fixed assets of 


Phoenix Irin plant 1, 486, 650 


For payment of Phoenix Bridge inventories 138, 238 
For payment of balance due on purchase of prepaid insurance 2), 112 
ee aa cal ca kiaeaaae wea 3 1, 990, 004 


Recommendation.—Declination. 

Comments on purposes.—On August 19, 1949, the Barium Steel Corp., paren 
company of the borrower, entered into an agreement with the Phoenix [ron Works 
Corp. to purchase inventories and fixed assets of that concern plus the fixed as 
sets of the Phoenix Bridge Corp. for a total of $1,786,650 and made a down pas 
ment of $250,000 with the balance of $1,486,650 payable September 19, 1949. The 
agreement also provides for Barium to pay $138,238 to Phoenix Bridge Corp. for 
the latter's inventory, pay a pro rata share of the unexpired insurance of the 
two Phoenix concerns, and assume unpaid taxes and other contractual obliga 
tions. Lacking funds to complete the transaction, Barium pro 
he purchase contract to Central Tron & Steel Co. 

\s the request is for a loan equal to almost 100 percent of the total purchase 
price of inventories and fixed assets it would not merit our consideration except 
for the fact that we recently authorized a $4,700,000 loan to Central to provide 
for the construction of additional facilities at Central's Harrisburg, Pa., plant 

The two companies whose assets the borrower proposes to purchase are pres 
ently owned by the Kaiser-Frazer Corp., Willow Run, Mich. The seller’s book 
values of the principal items which the borrower proposes to purchase and esti 

ited purchase price of the separate items is 





poses to assign 


i 


N book v Pure se price 

Phoenix Iron Works 
Inventories $1, 303, ORF S691. 026 
Fixed assets } O48 424 l 33 514 
Phoenix Bridge, fixed assets 22, 50K 12,110 
Subtotal 274. FOG 1, 736. 650 
rnoenix Bridge, inventories 138, 238 138, 238 
Total $12, 747 1, 874, 88S 


It is noted that the estimated purchase price of the first three items is slightly 
ore than 53 cents on the dollar of the present owner’s book values. 
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Previous action and loan experience.—The Barium Steel Corp., the applicant’s 
parent company, is reported to have obtained an RFC loan of $150,000 on June 18, 
1938. It is said the loan was repaid in 1942. 

On December 19, 1946 an application of the Jacobs Aircraft Engine Co., Potts- 
town, Pa., for a loan of $1,000,000 was declined. Jacobs was at that time a 
wholly owned subsidiary of Barium Steel. 

A loan of $4,700,000 was authorized to the Central Iron & Steel Co. on June 8, 
1949. As the first disbursement on account of the loan has not yet been made we 
have had no administrative experience with the borrower. 

On August 8, 1949, an application for a loan of $1,750,000 was received from 
the Phoenix Steel Corp., a corporation which was to be formed by a local group 
to purchase the Phoenixville plant and inventories from the Phoenix Iron Works 
Corp. They estimated their total needs at $2,250,000 of which $1,687,000 was 
their bid for plant and inventories. The princ ipals proposed to invest $500,000 
in the venture and requested a loan of $1,750,000. The application was with- 
drawn following the announcement of the sale to Barium Steel Corp. 

Status of authorized loan— 

Loan No.: LBE-259% 

Amount authorized: "$4,700,000. 

Maturity: . eer. 

Disbursed : 

Balance colieaiaee 0. 

Delinquent: 0 

Method of repayment: At the rate of $40,000 per month on account of prin- 
cipal, beginning 9 months from date of note, balance at maturity. Fifty percent 
net earnings clause, 

Proceeds used for: To complete payment of plant additions and betterments ta 
be acquired at an estimated cost of $5,300,000. 

Bank participation: None. 

Collateral: A lien on— 

(a) Land, buildings, machinery, and — comprising applicant’s 
presently owned plant located at Harrisburg, Pa., having a net book value 
of $4,244,565 as of January 31, 1949. 

(b) New steel-making plant and other facilities to be acquired from the 
proceeds of the requested loan at a cost of $4,635,489. 


. Net book Appraised 
ost > 
Cost value value Loan value 
Now owned 
Land . $381, 636 $281, 636 $381, 636 $300, 000 
Buildings 1, 144, 236 377 240 377, 240 200, 000 
Machinery and equipment 6, 189, 962 3 485° 689 3, 485, 689 1, 500, 000 
Subtotal___. 7, 715, 834 4, 244, 565 4, 244, 565 2. 000, 000 
lo be equi 1 
Buildings and foundations 360, 000 360, 000 100, 000 
Machinery and equipment 4,275, 489 4,275, 189 2. 200, 000 
Subtotal. _. ‘ ; 4, 635, 489 4, 635, 489 2, 300, 000 
und total_.-. pik 12, 351, 323 4, 244, 565 8, 880, O54 4, 300, 000 


Guarantor.—Barium Steel Corp., 25 Broad Street, New York, N. Y. has un- 
conditionally guaranteed the loan as to principal and interest. Barium owns 
all the stock of the applicant. The Barium guaranty as secured by assigninent 
of two mortgages created by two or its other subsidiary companies: 

A mortgage of Barium Steel & Forge, Inc., in the amount of $750,000 on 
its plant at Canton, Ohio, subject to the prior lien on such facilities held 
by WAA. 

2. A mortgage of Detroit Steel Castings Co. in the amount of $900,000 on 
its plant in Detroit, Mich. 


Mhadhede. 
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it’s Comments on authorized loan——The loan was authorized to assist the borrower 
18, to pay the cost of an expansion program which was begun in June 1948, The 
individual items of the program, amounts expended, and balance needed are: 
tts- ae 
> € 
» Oo, Ln 
ae a a eicieiagcave ncaa ea ; es: aaa os 
Blooming and slabbing mill_-- $2, 000, 000 $1, 934, 879 $65, 121 
New furnace at present universal mill_-- —_ 250, 000 0 250, 000 
om Completion of facilities at No. 2 mill 2010, 000 0 | 200, 000 
up Pipe fabricating department. 350, 000 | 0 | 350, 000 
rks New steel making plant_...._....- 2, 500, 000 | 53, 536 2, 446, 464 
yas Total. . oe ; 5, 300, 000 | 1, 988, 415 | 
100 te Tae | 
th- 
Several unfavorable developments make the loan appear unsatisfactory even 
before the first disbursement to reimburse the borrower for expenditures made, 
The first unfavorable item is collateral. A loan value of $2,000,000 on presently 
owned plant as of January 31, 1949, now appears to be extremely liberal as com- 
pared with the selling price of the Phoenix iron plant. The rated capacity of the 
facilities of the Phoenix plant are only slightly less than those at Harrisburg, and 
the furnaces at Phoenixville are more modern and efficient than those at Harris- 
burg, indicating that there is little difference in the intrinsic value of the two 
in- plants. If one is being sold for about $1,000,000 it would seem that the other is 
nt overvalued at $2,000,000. 
The second unfavorable development is the decline in the borrower's opera- 
ta tions at Harrisburg. The plant there is now operating at about 50 percent of 
eapacity and losing money. It is thought that it will have a difficult time regain- 
ing volume and that no need exists for additional steel making facilities which 
would double presently owned facilities. It would appear that the expansion 
t’s program should be scaled down to eliminate the proposed expenditures of 
ue $2,446,464 for additional steel making facilities, and that amount of our authori- 
zation should be rescinded regardless of what action might be taken in connection 
he with the request for an additional loan. 
Collateral offered for new loan.— 
(a) A first lien on land, buildings, machinery, equipment, furniture, fixtures, 
and automotive equipment comprising the Phoenix Iron Works Corp. plant, 
so located at Phoenixville, Pa., as described in the application, and which the bor- 
5 ? rower proposes to purchase for about $1,033,514. 
- = (b) A first lien on machinery, tools, equipment, furniture, fixtures and vehicles 
; comprising the Phoenix Bridge Corp. facilities located at Phoenixville, Pa., as 
000 $ described in the application, and which the borrower proposes to purchase for 
in. ; approximately $12,110. 


(c) Guarantee of the loan as to principal and interest by the Barium Steel 
000 7 Corp., 25 Broad Street, New York, N. Y., secured by the assignment of a second 


3 mortgage on the plant of the Sheffield Lron & Steel Co., Sheffield, Ala., subject to 
000 3 a prior lien of $53,334. The Barium balance sheets and income and expense 
000 s statements are attached to this report. 
000 i Comments on collateral offered for additional loan.—The plant is located in 

; an industrial section of Phoenixville, Pa., a community with a population of 
O00 g 12,300 persons. Phoenixville is located in Chester County about 28 miles north- 

‘ west of Philadelphia on the Schuykill River. 

, It has been located at its present site since 1827. The plot comprises about 
n- 3 224 acres of land on which are situated 74 major buildings in which are located 
ns 4 6 open hearth furnaces, a blooming mill, 2 finishing mills, and a fabricating shop. 
at g The capacity of the plant is approximately 16,000 to 18,000 tons of finished shapes 

; and semifinished products per month. The construction in progress item is the 
yn 3 cost expended to date on a modern soaking pit which will cost an estimated 
ld i $70,000 to complete. 

& The bridge corporation has been continuously in business since 1884 and 
on G undertakes the design, engineering and erection of bridges and other steel 

: structures. 

4 The steel plant is now in a shut-down condition and will require about 8 weeks 

i of maintenance work to put it in operating condition. The bridge business, how- 

‘ ever, is presently operating and has a backlog of unfilled orders of approximately 

| —_- $1,070,000. 
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The OWnership of the enterprises has changed several times in recent years, 
The Phoenix Iron Co. sold the plant in September 1947 to the Phoenix-Apollo 
Steel Co. for $1,833,750 and the latter concern sold the plant to the Phoenix 
Iron Works Corp. on December 30, 1948, for $1,831,000. The fixed assets of the 
bridge business exchanged hands for $25,000 in each instance. 

AS no value can be given to the Barium suurantee, it is clear that mort 
on fixed assets to be acquired for $1,045,624 are grossly 
a loan of $1,900,000. 

History.—Incorporated under a Pennsylvania laws on May 13, 1946, the bor- 
rower succeeded to the business of a corporation of like name which had been 
incorporated in 1897. The old corporation consolidated three local enterprises, 
the oldest of Which was begun in LS53. 

From 1897 until 1M6 the shares of the old company were held principally by 
members of the McCormick, Cameron and Bailey families all wealthy and 
prominent in loca] affairs. Vance C. MeCormick was prominent in State politics, 
and a cousin, Donald McCormick was president of the Dauphin Deposit Trust 
Co. The Baileys are interested in the Harrisburg National Bank and Harris- 
burg Trust Co. The old company became a subsidiary of Barium Steel Corp, 
on March 18, 1946 y hen holders of 112,760 shares (50.178 percent of the total ) 
sold their stock to Barium for $1,453,375. On May 13, 1946 the old company 
Was merged into Barium which immediately transferred the business to the 
“applicant and it has Since been a Wholly owned subsidiary of Barium. The 
holders of the 111,780 minority shares of the old company were given 139,725 
shares of Barium Steel Corp. common stock. 

History of Phos nixville plant to be acquired.—Founded in 1827 by David Reeves 
the business was incorporated in 1855 as The Phoenix [ron Co. The management 
remained in the hands of members of the Reeves family until 1944 when Samuel 

Reeves, president, and a great grandson of the founder was killed in an auto- 
mobile accident. It is reported that in 1945 the widow sold Virtually all of the 


common shares and some preferred shares to a croup headed by David Thomson 
for $625,250. 


res 
raLes 


inadequate to secure 


On October 1, 1947, the company sold its fixed assets and inventories to the 
Phoenix-Apollo Steel Co. and became ; 


a holding company. The Phoenix-Apollo 
Steel Co. operated the business unti] December 30, 1948 When its fixed 
and inventories were sold to the Phoenix lron Works Corp., a wholly owned 
subsidiary of the Kaiser-Frazer Corp. The Phoenix fron Works Corp. shut down 
the plant on June 3, 1949. 

Offered for sale, it was announced on August 19), 1949 that the plant 
ventories had been sold to Barium Stee] Corp. 

Barium Steel Corp.—Parent Company.—The Barium Stee] Corp. is a 
and management company which has attained fair size in recent years, 
which was created by Joseph A. Sisto, a New York securities dealer, owns about 
14 industrial concerns operating in the capital goods field. The applicant is the 
largest and most important of the subsidiaries, contributing about 50 percent of 
Barium’s consolidated 1948 Sales, and about 70 percent of Barium’s 1948 con- 
solidated net profits. 

Barium’s method of company acquisitions appears to be to pay the purchase 
price from the proceeds of loans from a finance company, and to then repay the 
finance company with money it “borrows” (takes) from the business so acquired, 

In the case of Central Iron & Steel Co., Barium gave $1,453,375 cash and 
159,725 shares of ($1 par value) sarium Steel common stock for the business. 
It borrowed $945,000 from the Bankers Commercial Corp., and $500,000 from 
Republican Industries, Inc., a subsidiary, which it paid back from proceeds of 
loans from Centra] Iron & Steel Co. In the 2 years and 9 months ended January 
31, 1949, Barium borrowed $1,976,474 from the company and, in addition, caused 
it to pay large salaries ($100,592 in 1948) to 2 of Barium’s officers ; charged the 
applicant a service charge of $3,000 per month as the applicant’s part of Barium’s 
New York office expense, and took commissions of $591,000 in 1948 on certain 


January 


assets 


and in- 


holding 
Barium, 


sales of Central Iron & Steel Co., and commissions of $173,000 in 
149. These items alone are equal to about 200 percent of Barium’s cash outlay 
to acquire the business. 

Other acquisitions : On August 30, 1944. Barium purchased all of the outstana- 
ing stock of the Clyde Tron Works, Inc., for $1,333,860 and financed the purch 


ase 


by borrowing $1,324,324 from the Bankers Commercial Corp. It then caused 
Clyde to redeem certain of the stock for $600,000 and to loan it (Barium) $791,000. 
Barium used the proceeds of the stock retirement and loan to repay Bankers 
Commercial] Corp. 
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On June 22, 1945, Barium purchased the Erie Bolt & Nut Co. for $841,000 which 
it financed by borrowing $341,000 from the Bankers Commercial Corp. Barium 
then merged Erie Bolt into Clyde Iron Works, Inec., and caused Clyde to borrow 
on its accounts receivable and use the proceeds of such advances to repay 
Barium’s debt to Bankers Commercial. 

On December 14, 1945 Barium purchased Glebe Forge, Inc., for $485,070 cash 
and 3,154 shares of ($1 par value) Barium Steel common stock. All of the 
cash amount was financed by a loan to Barium from Bankers Commercial Corp. 
Later Barium borrowed $410,000 from Glebe and used the money to repay the 
loan from Bankers Commercial. 

Products and method of operation.—The principal products of the borrower 
are hot rolled carbon steel plates in standard sizes, which are made from steel 
produced from scrap melted in open hearth furnaces. Sales of finished plates 
are made to pipe, tank, and boiler manufacturers, plate fabricators, bridge and 
structural shops, shipbuilding companies, car and locomotive builders and other 
plate consuming industries. 

Sales are made through four district sales offices located in Philadelphia, 
New York, Boston, and Baltimore, through salaried representatives, and through 
agents working on commission basis, located at: Buffalo, N. Y.; Chattanooga, 
Tenn.; Cleveland, Ohio; Dallas, Tex.; Detroit, Mich.; Kansas City, Mo.; Los 
Angeles, Calif.; Milwaukee, Wis.: Pittsburgh, Pa.; Portland, Oreg.; Rochester, 
N. Y.; San Francisco, Calif.; Seattle, Wash.; Syracuse, N. Y., and Montreal and 
Toronto in Canada 

Products of Phoenixville plant to be acquired: From the time of its formation 
until 1947 the plant operated as a producer of iron and steel structural shapes, 
a part of which was used by its subsidiary, the Phoenix Bridge Co., in the 
erection of bridges and other structures. In 1947, the production of structural 
shapes was curtailed very sharply and the facilities were used mainly for the 
production of sheet bars which were converted into sheets at the Apollo, Pa., 
plant of the Phoenix-Apollo Steel Co. If the requested loan is authorized, the 
production of structural shapes will be resumed. Structural shapes are sold 
mainly to steel warehouses (jobbers) and to steel fabricating shops. The struc- 
tural shapes are made to standard sizes, so that there is no custom work. 

The Bridge Co. designs, engineers, and erects bridges and other steel struc- 
tures under contracts with municipalities, States, and private owners, or as 
subcontractors. Among the well known bridges erected by the Bridge Co. are 
the: 

Girard Avenue bridge in Philadelphia. 
Arlington Memorial bridge in Washington, D. C. 
A portion of the Pulaski Skyway in New Jersey. 
Lift-span bridge for the New York, New Haven & Hartford Railroad at 
Buzards Bay. 
Highway bridges over Delaware Canal at St. Georges, Del. 
It is the borrower's intention to operate the Phoenixville plant as a branch or 
division of the Harrisburg business. 

Position of applicant in industry.—The borrower competes in the sale of plates 
with about 22 other steel producers. It claims to be the fifth largest producer 
of plates in the United States, its position being : 


{Net tons] 


Annual capacity 


Company 


Sheared Universal Total 

United States Steel Corp 3, 379, 100 642, 700 4, 021, 800 
Bethlehem Steel Co 660, 000 370, 000 1, 030, 000 
Lukens Steel Co 436, 800 436, 800 
Worth Steel Co 300, 900 300, 000 
Central Iron & Steel Co 182, 400 105, 600 228, 000 
Others 853, 100 253, 000 1, 106, 100 

T«tal 5, 811, 400 1, 371, 300 7, 182, 700 


Although its rated capacity is equal to 4 percent of the total, the borrower’s 
actual production has been substantially less than its rated capacity so that its 
contribution to plate output is something less than 4 percent. As plates account 
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for about 10 percent of the total volume of all steel business it would appear 
that the borrower's volume is less than 0.4 percent of the total. 

Phoenixville plant to be acquired: It is said that the old Phoenix Iron Co. 
produced about 6 percent of the structural shapes in the United States in the 
prewar period. Virtually out of the structural steel business since 1947, and now 
shut down, it will be necessary to start from scratch in rebuilding customer 
relationships and volume. It is said that the company’s former market was in 
the eastern part of the United States. 

The rated capacities of structural mills is as follows: 


[Net tons] 


Heavy 
structural 


Light 


Tata 
structural Total 


United States Steel Corp. subsidiaries 2 514. 930 341, 320 2, 856, 250 
Bethlehem Steel Corp 1, 695, 000 248, 000 


1, 943, 000 


Inland Steel Co 
Phoenix Apollo Steel Co 


240, 000 


224, 000 


100, 000 | 
35, 000 


350, 000 
259, 000 





Weirton Steel Corp 200, 000 200, 000 
Jones & Laughlin Steel Corp 110, 000 50, 000 160, 000 
Sheffield Steel Corp 71, 000 $2,250 | 113, 240 
Kaiser Stee] Co 72, 000 7, 000 79, 000 
Colorado Fuel & Tron Co 55, 000 20, 000 75, 000 
Youngstown Sheet & Tube Co 18, 000 8, 400 56, 400 
Boiardi Steel Co 50, O00 50, 000 
Pacific States Steel Co 50, 000 50, 000 
West Virginia Steel & Iron Co 5, 000 20, 000 25, 000 
Knoxville Iron Co ee 22, 000 22, 000 
International Harvester Co 22, 000 22, 000 
. ‘o ; 16, 000 16, 000 

‘o 15, 000 15, 000 

5, 500 3, 500 

Total a OS : 5, 236, 930 1, 058, 470 6, 295, 400 


It is noted that the Phoenix plant 
in the Eastern States. 

Financial condition.—The condensed comparative balance sheets of 
rower as of December 31, 1944/48, are as follows: 


rates fourth in the industry, and second 


the bor- 


[000 omitted] 


1944 194 1946 1947 1948 

Ca S51 <1. 028 S661 $556 $487 
Ret 906 94 559 x64 1, 024 
In t ¢ 842 1.159 1, O89 1, 693 OO 
rot irrent asset 2, 261 2, 781 2,309 3, 113 4,811 

et f 1, 830 1. 600 1, 652 2 294 3.912 
Other s 72 il 1, 516 1, 8Y2 2, 475 
I St 4,168 4,722 », 477 7,329 11, 198 

Cy hilit ix 68 BK 1, 4 2, 4¢ 4, 458 
Otl bt 45 45 35 40) is 
otal debt A 113 Os! 1, 578 2, HOT 4, OK 

Net wortl 8, 750 3, 741 3, 899 4,822 6, 692 
lotal liabilitic 4, 163 4,722 477 7,329 11, 198 


The balance sheets as of December 31, 1944 and 1945 are those of the old 
company while the December 31, 1946-48 statements are of the borrower. The 
1944—45 statements show an excellent condition with cash in excess of all debt, 
and net worth substantially greater than fixed assets. 

The outstanding features of the 1946-48 statements are the decline in working 
eapital and liquidity and the sharp increases in fixed, and other assets, and total 
debt. The gross expenditures for fixed assets amounted to about $2,115,000 in 
the 3 years ended December 31, 1948, as the result of the borrower's effort to 
increase capacity and speed up production. The real reason for the decline 
in working capital, however, was the lending of money by the borrower to Barium 
Steel Corp., its parent company. The loans due from Barium on the statement 
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dates were : December 31, 1946, $1,366,202 ; December 31, 1947, $1,724,751 ; Decem- 
ber 31, 1948, $1,976,474. 

This shows that Barium very promptly reimbursed itself for the cash it paid 
to acquire the business. During January 1949 the borrower paid a $1,590,594 
dividend to Barium, which Barium used to reduce its indebtedness to the 
borrower. 

Condensed comparative balance sheets of the Phoenix Iron Co. (whose old plant 
the borrower proposes to acquire) as of November 1, 1943-47, on a company-only 
basis, are as follows: 

[000 omitted] 


1943 1944 1945 1946 1947 
Cash $185 $337 $219 $a $2, 167 
Receivables 728 9 4 649 419 
Inventories 994 RO } 548 0 
Total current assets 1, 907 1,719 62 1, 278 2, 586 
Net fixed assets 4,614 4, 347 } , +, 0350 
Other assets 2652 "57 { R34 Rr) 
Total assets 6, 783 6, 333 6, 221 6, 142 S95 
Current liabilities 1, 282 87 s 28 4 
Funded debt_.. 270 l 991 SR 0 
lotal debt 1, 552 1,071 1, 794 2, 167 104 
Preferred stock 709 709 24 2 21 
Common stock 6 ARS y T AO) 
Surplus 3, S65 5, YOS y $52 2.770 
Potal liabilitie 6, 783 6, 333 6, 22 6, 142 95 


During 1943 and 1944 the business was directed by the late Samuel J. Reeves. 
The November 1, 1943 and 1944, statements show a good current position and a 
nice relationship between debt and worth. 

In 1945 virtually all of the common stock and some preferred shares were sold 
to a group headed by a David Thomson for $625,250 which would indicate that the 
group paid a very modest price for the business on a going-concern basis, and 
very little for the fixed assets. In September 1947 when steel was scarce and 
selling at a premium, the Phoenix Iron Co. sold the fixed assets to Phoenix-Apollo 
Steel Co. The fixed assets were operated in 1948 by Phoenix-Apollo Steel Co., 
and to June 3, 1949, by Phoenix Iron Works Corp., but comparative balance sheets 
of those concerns are not available. 

In the above statements the company’s ownership of all of the capital stock of 
the Phoenix Bridge Co. is included in the “Other asset” item at $100,000 through- 
out the period. 


The condensed comparative balance sheets of the Phoenix Bridge Co., as of 
November 1, 1943-47, are as follow: 
104 144 { 
Cash . ; $123 $667 $914 $534 $232 
Receivables 288 $42 1 2 2 
Inventories $15 0 140 4 ) 
Total current assets R26 1,109 1, 2 1. 354 ‘Ol 
Net fixed assets ‘ RI oo 6 52 0 
Other assets ( 4 2 ) 
Total assets... : 7 lis 1,012 1, 182 1. 264 1, 409 501 
Current liabilities ; 31] 440 100 300 
(Common stock ino 100 oOo ow 100 
Surplus ; 601 642 R39 810 101 
Total liabilities 1,012 1, 182 1, 264 1, 409 01 


These statements reflect virtual liquidation of the business. The reduction 
in worth in 1947 was caused by the payment of a $750,000 dividend to the parent 
company. 
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The balance sheet of the borrower as of July 31, 1949, and two pro forma 
statements (one giving effect to the authorized loan, and the second to the 
authorized and requested loans) are as follow: 


[000 omitted] 


July 31, 1949 Proforma Proforma 

Cash $124 $1, 513 $1, 513 
Notes and accounts receivable 333 333 333 

. Inventories _ - 2,119 2,119 2, 948 
Total current assets 2, 576 3, 965 4,794 

Net fixed assets 5, 824 9, 135 10, 181 

. Other assets ; SSS 58S 613 
Total assets 8, 988 13, 688 15, 588 
Current liabilities 2, 499 2, 499 2, 499 
Other debt 57 57 57 

. RFC loan 4, 700 6, 600 
. Stand-by debt 2 600 600 600 
Total debt 3, 156 7, 856 9, 756 

. Net worth a. 5, 832 5, 832 5, 832 
Total liabilities . a at et 8, 988 13, 688 15, 588 


Contingent liabilities: The borrower is contingently liable for additional 
Federal income taxes for years subsequent to 1941, the last tax return audited by 
the collector’s agents. 


eee : Se After first | After re- 
W orking ° pital Bef me an loan | quested loan 
Current assets ‘ . $2, 576 } $4, 220 $4, 794 
Current liabilitie 2, 499 2, 499 2, 499 
Net working capital ; iu 77 » tal 2, 206 


Footnote se 


1. Cash: The cash represents borrower's balances on deposit at Dauphin 
Deposit Trust Co., Harrisburg, Pa., its only depository. The figure is in 
creased to $1,512,380 in the first pro forma statement from part of the 
proceeds of the authorized loan. 

2. Receivables: These are 
Notes receivable, trade__- 
Accounts receivable: 

Current . ae Bae eae ee ek 2 ee 
Past due 30 days or more 


Gross ae a s > : , : 8375, 295 


Less credit balances___-—~— 


Subtotal 357, 557 
Less reserve for doubtful acecounts____-- aa sa a a atta 
Net ; “lh ns wiiniales te becca bac 


The accounts receivable are due from about 141 customers for merchan 
dise sold and delivered on terms of one-half percent 10 days, net 30. The 
past-due receivables included two accounts totaling $126,920, of which 
$46,479 has been since collected, while the $80,441 account is in dispute, a 
high percentage of which should be collected. 

3. Inventories: 


Raw material ; x figs acini 7 me 
Work in process meanae etee tel 162, 950. 10 


Punmen DEewetts 2 on peel pacnctens ncitacapubesiestemiias 99, 728. 84 
Fuel ¥ pi ceeesapie hd Sececepeieeneiion tect hs 184, 746. 16 
Ingot molds and accessories__ gs 393, 262. 38 
Supplies and machinery parts___--_--__ icchos pede Anaad aecapibeas 898, 690. 46 


2, 118, 979. 71 
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The principal raw-material items are purchased scrap, mill scrap, manga- 
nese, silicon, spiegel, titanium, screened river coal, magnesite, fluorspar, 
ores, cinder, sand, etc. The dollar amount is based upon estimated units 
and average cost prices (average at beginning of month, plus average price 
paid during the month). The raw materials are less than a 30-day supply 
at current rates of operation. 

The work in process is principally in the form of ingots and slabs. The 
amount is based upon physical count and priced at average cost of the 
preceding month. 

The finished products are steel plates, heads, and dises. The figure 
based on physical count and priced at average cost. 

The fuel items include coke, coal gas, steam coal, and fuel oil. The quan 
tities are estimated and priced at average cost. 

The ingot molds are from physical count. The store supplies and ma 
chinery parts are a book figure based on perpetual inventory. The items 
are kept in storerooms and requisitioned out as needed. 

In the second pro forma statement the figure is increased to $2,948,244 
on account of the proposed purchase of $138,238 of Phoenix Bridge inventory 
and an estimated price of $691,026 for the Phoenix Iron Works inventory 

4. Net fixed assets: 


is 


Land $3R1_ B34 $381 636 

Buildir 8,144 $7 65 ~ 
Machinery and equipment AZ ; SIS } 4,784 

Total “ Y, 422. 309 OS, 5S] 823, 728 

The fixed assets are described elsewhere in this report rhe figure is 


increased to $9,135,313 in the first pro forma statement to reflect expenditures 
of $3,311,585 still to be made from the proceeds of the authorized loa 
In the second pro forma statement the figure is increased to $10,180,937 
by the addition of the proposed Phoenix Lron and Phoenix Bridge f 
estimated purchase prices of $1,033,514 and $12,110, 
5. Other assets: This is the total of— 


acilities at 


respectively 


Account receiviuble: 


Barium Steel & Forge, Inc $1, 594 
Wiley Manufacturing Co 235, 170 


Life insurance, cash surrender value 

Federal income tax, carry-back claim account 1944 operations 
U.S. Treasury 214’s due 1943, deposited under trust agreement O16 
Miscellaneous investments S01 
Barium Steel Corp, common stock 201, 562 


BS, O45 


> 


72. OOO 
1 
I 


Prepaid insurance, property taxes, etc 28, OST 
Total OSS, 175 
The Barium Steel & Forge, Inc... and Wiley Manufacturing Co. accounts 
are for merchandise sold and delivered to affiliated Companies on regular 
terms. The tax-refund item represents a claim filed with the collector of 
iuternal revenue for a refund of excess profits tuxes paid in 1944 rhe Treas 
ury bonds are deposited with the Commonwealth of Pennsylvania in connec 
tion with self-insurance of workmen’s compensation. The Barium Steel 
item is 41,250 shares of common stock acquired from the parent company) 
cost which represented market value at time of purchase in March 1949. 
This figure is increased to $613,287 in the second pro forma statement 
because of the acquisition of about $25,112 of prepaid insurance in the 
Phoenix Iron-Phoenix Bridge transaction from the proceeds of the 
loan, 


ata 


requested 
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6. Current liabilities: These are— 
Accounts payable : 


ads we ecindinn mmo melausl $511, 605 
I ie i weet gale apie 79, 644 
III OU cr A iss ws jeibesibin'vrpeinlennseiadets 4, 930 
In sth Thniilaaaies te 15: 
Advance payments from customers_._........--..-....-..-.-.. 99, 23 
PU IO TR a eis eit eit bie ninteeheatniets 38, 333 
i cai emes snl ctahetar aad ag a Ne a eh ares 161, 288 
Accrued interest on notes payable______-_ ea Ea oe oat ae 670 
Pennsylvania capital stock tax______-_~- sins tanto wabitag 9, 407 
Federal and Pennsylvania income taxes, estim: ated_ sitesi oie sleeachciae:, See 
Social security and unemployment taxes___ 21, 194 


Due Barium Steel Corp. for Central's share of ‘Feder: al income tu ix. 1, 044, 700 





ices sa area eee Ketthaintageia as Gee 


The trade accounts payable are due to about several hundred creditors for 
materials, supplies, and services. The Barium Steel item is due the parent 
company on account of commissions on sales. Advance payments were re- 
ceived from about six large accounts as “earnest” money on account of large 
orders received, the item is reduced as the orders are filled. The trade notes 
were issued in connection with machinery and equipment purchased and 
mature quarterly over the next 6 months. The accrued wages covers 2 weeks 
pay to the borrower's workers. Workers are paid biweekly or semimonthly. 
The $527,930 tax item is the total of— 
Pennsylvania income tax on 1948 profits Re eee 
Estimated Pennsylvania income tax on 1949 profits Fen . 37,800 
Estimated Federal income tax on 1949 profits 100, TOU 
The $1,044,700 is the borrower’s proportionate share of Barium’s income 
tax on 1948 profits on a consolidated basis. 


7. Other debt: 
Reserve for repairs— 


ON i ae a ae Ba 





age sae laweaaties a cadlnbiptidessdinaschestaaacit Mee aE 
Reserve for workmen's compensation__- pcestaaie as. os ee 


Reserve for tax contingencies________-______- ak oh sleet eat ncn, 





Subtotal 


pot  aaleiamaade anette sa ieaapeetaaeciagec'” Sy 


Less reserve for vacation pay 


ie snait cious enntnaoese einiosoheal 5, 545 






Net 


saipaaes Shas tpatdiidimndliaaiiedam a acai cxiahioneds aia eae 7, 347 





The reserve for repairs is maintained to spread the cost of repairs over 
the entire year. The reserve for workmen’s compensation is to cover cost 
of workers’ comes nsation on account of injuries, the annual payments run- 
ning between $20,000 and $25,000. The reserve for tax contingencies was 
set up upon the advice of borrower's auditors to provide for possible assess- 
ment of additional income taxes for prior years. The $5,545 item is money 
paid out as vacation pay in excess of the reserve accumulated to July 3 
1949. 

8. RFC loan: The first pro forma statement shows the authorized loan 
to be outstanding in the amount of $4,700,000 with $1,388,415 shown as added 
to cash to reimburse the borrower’s working capital for expenditures made 
to July 31, 1949, and with the balance or $3,311,585 as added to fixed assets. 

The second pro forma statement shows the requested loan outstanding in 
the amount of $1,900,000 with the proceeds used as follows: 


ND RIE SN oi cinc nacre aiteenptncctenaeenes al ae aa $829, 264 
To acquire fixed assets____- ae a a (re 
To acquire other assets (prep: 1id insurance) —-___! sacle pnaciceiessioniiante 25, 112 


9. Stand-by debt: The $600,000 item is a non-interest-bearing note 
due the Barium Steel Corp. It is under stand-by in connection with the 
authorized loan. 


10. Net worth: This is— 














50,000 shares capital stock ($10 par value)_—----~_- ee Det $500,000 
NR a a rac wc aia eevee nei beghanlin 3, oo 


PI IRs TN occa Dit sees eae acetic casement eetenie ne acl 2, 168, 973 


chile tebaes abide taioriceiadieaatasadeaod 5, 831, 612 


Total 
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The capital surplus originated on May 13, 1946, when the borrowing 
corporation was formed, The net worth of the predecessor corporation on 
April 30, 1946, was— 


224,540 shares capital stock ($10 par value) $2, 245, 400 
Earned surplus (adjusted) ___--~_ pki ated iekia rinetame ap SEOs ae 


UE Scat 


3, 662, 639 

The merger of the old company into Barium and the transfer of all of 

the old company’s assets and liabilities to the borrower occurred on the 

same day, without any changes in values. The earned surplus is the net 
profit retained in the business since April 30, 1946. 

Comments on financial condition.—The July 31, 1949, balance sheet shows an 
unsatisfactory condition with only $77,000 of working capital and a low degree 
of liquidity. The situation is the result of heavy capital expenditures for the 
new blooming and slabbing mill and will be improved substantially upon the 
making of the first disbursement on account of the authorized loan. 

The first pro forma statement shows an improved working capital situation 
but an unsatisfactory relationship between net worth, fixed assets, and total 
debt. 

The second pro forma statement imposes the requested additional loan upon 
the authorized loan and makes for a totally unsatisfactory condition. In 
addition to a further worsening of the unsatisfactory relationship between net 
worth, fixed assets, and total debt, the working capital position would be poor 
because : 

1. The addition of the new facilities at Harrisburg and Phoenixville 
would permit sales to increase to about $70,000,000 for which the working 
capital would be inadequate. 

2. The working capital as shown in the pro forma statement is bound 
to shrink considerably because no allowance has been made for preoperating 
maintenance expense at Phoenixville or for losses which the management 
estimates will run at the rate of $200,000 per month for at least 3 months, 
and which will continue at some unestimated rate until a profitable volume 
of business is obtained for both plants. 

3. No allowance has been made in the second pro forma statement for 
certain other obligations which the borrower would assume under the 
ment dated August 19, 1949, the extent of which the management would 
not estimate, or for certain capital expenditures for improved fabricating 
facilities at Phoenixville which are bound to be found necessary after several 
years of disuse. 

It is clear that the basis for an additional loan of any amount does not exist, 
and that any need for additional capital or working capital should come from 
the injection of new equity capital. 

Earnings.—The condensed comparative income and expense statements for 
the years ended December 381, 1944-48, and for the 
149, are as follows: 


agree- 


7 months ended July 31, 


000 omitted 


Net sales 


Cost of goods sold 


Gross profit. 
Other income 


Total income 
Officers’ salaries 
Selling and all other expenses 


Profit before depreciation and tax 
Depreciation. . 
Federal taxes on income 


Net profit.. 
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Analysis of net worth: 









Net worth at beginning. 
Net profit for period 
Add: Surplus paid-in 
Other additions ! 
















Dividends paid 
Other charges 





Net worth at end 













» additions to surplus are mainly tax refunds or adjustments made in connection with the filing of a 
consolidated tax return by Barium. 


Analysis of the income and expense figures using sales as 100 percent is as 







tw 








Other income 









Selling and all other expenses 





‘iation and tax 











Unfilled orders. 
an average selling price of $94.86 per ton. 
accounted for by the fact that the orders are mainly from foreign accounts. 
Comments on earnings.—The figures show a decline in sales during the 3 years 
, 1946, and then a very rapid rise. 


As of August 29, 1949, unfilled orders totaled 9,132 


It is said that the high price is 


ended December 3 
spiraled with the increased volume. 
in profit margin and that expenses have been well controlled. 
which influence dollar volume are: 


‘They also show that profits 
The percentages show an excellent increase 
The statistics 









UNIT SALES OF PRINCIPAL PRODUCTS 












Plates 
Flanging and stamping 













DOLLAR VOLUME OF PRINCIPAL PRODUCTS 





(900 omitted] 





Flanging and stamping 






AVERAGE PRICES RECEIVED PER NET TON OF PRINCIPAL PRODUCTS 
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The price stability in 1944, 1945, and most of 1946 was due to OPA regulation. 
The drop in volume in 1945 was due to the war-contract terminations in August, 
which was followed by a lull in the commercial ordering of plates. The further 
decline in volume in 1946 was almost entirely caused by a strike which began 
on January 21, 1946, and did not end until March 22, 1946. During the period 
all operations were suspended. The sharply higher dollar volume in 1947 was 
caused by increased unit volume at higher prices. Some unusual transactions 
took place in 1948 and in 1949, which are not completely reflected in the income 
and expense, and average price figures shown above. During 1948 the borrower 
sold plates to certain of Barium’s “friends” at prices in excess of its regular list 
prices. On those transactions it collected $591,000 which it paid to Barium as 
commissions, but neither the “premium” it collected, nor the “commission” paid 
are entered on its books. During 1949 the borrower also sold plates which yielded 
it $403,717 in excess of its list prices and paid that amount to Barium. The 
dollar sales do not include the $403,717, and that amount is not shown on the 
borrower's books as expenses. Had these sums been taken into sales, the average 
selling prices in 1948 and 1949 would have been higher. It is said that the 
“premiums” averaged about $25 per ton on about 23,640 tons in 1948, and about 
$20 per ton on approximately 20,185 tons in 1949. 

Costs: The principal items of cost are scrap, labor, and fuel, and it was the 
rising prices for them which accounted for a good part of the increase in steel 
prices. The most important of the cost items is scrap, the borrower's figures 
being: 

Average cost of scrape metal consumed : 


} 


{Dollars per gross ton 


| 


j 
Iron 


y iron 


No. 1 heavy melting 


», 2 he iV} melting 
Bundles 


During 1944, 1945, and 1946, the borrower is said to have used more pig iron 
than scrap, but in recent years has been forced to use scrap because of the scar- 
city of iron. The borrower's average cost figures do not immediately reflect 
changes in market prices as in each period it Consumed material which it had on 
hand or had contracted to purchase at the beginning. The borrower reports it 
has not purchased any scrap since the beginning of the year and has been working 
off the high-cost scrap it had on hand, and was committed to purchase, on its 
backlog of orders which were booked at good prices. 

Since December 31, 1948, a very sharp drop has occurred in the prices of scrap, 
the current prices being: 

Per gross ton 
Lron S28 
No, 1 heavy melting steel ‘ 26 
No. 2 heavy melting steel : 3 ; 19 
bundles 17 


Selling and administrative expenses: The borrower's principal expense items 
are home and branch-office selling expense, commissions paid to agents, cash dis- 
counts on sales, office salaries and expense, general expense, and taxes other than 
taxes on income. The dollar amount paid on Commissions and certain salaries 
fluctuates with sales and profits. 

Profits: The borrower is a marginal operator in a normally competitive line. It 
is thought that the profit figures for the period reviewed do not provide a very 
sood clue as to the future because of the unusual conditions which have prevailed. 
The year 1944 was a war year; in 1945 war contracts were terminated but war- 
time regulations were continued ; in 1946 a strike caused the borrower a net loss of 
about $235,000 during the first quarter so that to recover the loss and report a 
net profit of $105,000 for the year, it did very well in the last 9 months of the 
year; in 1947 and 1948, demand exceeded supply, prices rose rapidly and profits 
were at record-breaking peacetime levels. 
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Now in 1949, a different pattern of events appears to be in the making. Scrap 
prices have tumbled, because the large companies which control a source of iron 
have stopped buying scrap, and borrower’s competitors are now selling plates at 
$80 per ton. Beginning the year with a nice backlog of orders to be delivered at 
borrower's list prices at time of shipment, the borrower was reluctant to reduce 
its prices until its backlog of orders was filled. As a result of maintaining prices 
above the market in the spring, volume and prices broke very sharply as the 
following figures show. Dollar sales of plates shows: 


Per ton 


Period Net tons | Dollars | average 
price 

— Ss ——EE _| ee — ES 
January. ...-.-. | 16, 481 2, 362, 382 $143. 34 
February ‘ ; . 17, 320 2, 401,131 | 138. 63 
March : 13,157 | ‘1, 931, 473 | 146. 80 
April 10, 740 | 1, 352, 912 | 125. 97 
May 8, 081 707, 862 | 87. 60 
June 4,375 | 343, O87 | 78. 42 
July 10, 462 825, 205 78. 88 

Total aa “ 80, 616 9, 924, 052 | 


EKarnings of $653,775 on sales of $11,074,599 for the 7 months ended July 31, 
1949, colapare with a net profit of $630,324 on sales of §13,717,989 in the first 
7 months of 1948. The big difference is that in 1948, steel was scarce and prices 
were rising, while in 1949, demand for plates has diminished rapidly and prices 
have declined. The volume which the borrower has been able to get in the last 
few months has been insufficient to meet costs and expenses, and money is now 
being lost. 

Under these circumstances the need for additional steel-making facilities 
seems remote, and the ability to repay a loan in any substantial amount from 
earnings is questionable. 

Despite this, the borrower wants to borrow an additional $1,900,000 to buy 
the Phoenixville plant and inventories. A review of the Phoenix Iron and 
Phoenix Bridge income and expense statements for prior years is as follows: 

The condensed comparative income and expense statements of the Phoenix 
Tron Co. for the fiscal years ended October 31, 1943-47, are: 


[000 omitted] 


1943 1944 1945 1946 | 1947 
Net sales ‘ -| $10,086 $11, 027 $9, 599 $7, 365 $12, 278 
Cost of goods sold 10,113 10, 541 9, 349 7, 359 11, 130 
Gross profit —27 486 250 6 1,148 
Other income 18 20 17 16 13 
Total income 3 : 4 AG 267 22 1, 161 
Selling, general and administrative expense 293 311 539 79 440 
Profit before taxes 302 195 272 —450 721 
Taxes on income 0 84 0 0 0 
Net profit — 302 111 —272 — 450 721 
The analysis of surplus is: 
: es 7 ti : “ 
| 1943 1944 1945 1946 | 1947 
we | 

Surplus at beginning $4, 138 $3, 865 $3, 968 $3, 903 | $3, 452 
Profit or loss for period | (302 11] (272) (450) | 721 
Other additions ! 114 1104 1208 | 0 | 1750 
Subtotal 3, 950 4, OR0 3, 904 | 3, 453 4,923 
Dividends 85 112 | 1 | 1 | 32 
Other charges | 0 0} 0 | 0} 22,121 
Surplus at end 3,865 | 3,968 | 3,903} = 3, 452 | 2,770 





1! Mainly dividends from Bridge Co. 
2 Book loss on sale of plant. 
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The condensed comparative income and expense statements of the Phoenix 
Bridge Co. for the fiscal years ended October 31, 1943 to 1947, are as follows: 


[000 omitted] 


1943 1944 


Contract prices of orders closed +s" $3, 880 $1, 965 
Cost of orders closed -.-- 3, 403 1,578 


Gross profit - - 4 ‘ eo 477 387 
Other income ; ; 2 62 


Total income 449 
Other expense ; 196 


Profits before taxes 
Provision for including tax- 


Net profit 


Analysis of surplus: 


Surplus at beginning 
Profit or loss for period 
Other additions 


Subtotal 
Dividends 
Other charges 


Surplus at end 


The sales to the Phoenix Bridge Co. included in the parent company’s figures 
are: 


Intercompany sales 


It is said that the parent’s sales to the subsidiary were made at cost. 
The unit sales of the parent concern in net tons and the average price per 
ton is: 


1943 1044 104 1946 1947 


Net tons 167, 209 201, 114 175, 893 ), 37 134, 952 
Average price $60. 32 $54. 82 $54. 57 § $90. 98 


During 1943 and 1944, the business was owned and directed by the Reeves inter- 
ests and in the subsequent years by Thomson and his group. It is noted that 
the parent company’s volume and profits declined rather sharply in 1945 and 
1946 and that only in 1947 when volume increased and prices were jumped by 50 
percent was the business really profitable. 

A review of the Bridge Co. income and expense statements would indicate 
that Thomson’s management was not spectacular. The large volume in 1945 
was war work on which good profits were earned, but it is noted that the com- 
pany earned $141,000 on sales of $1,965,000 in 1944, as compared with only 
$44,000 on sales of $2,047,000 in 1947. 

As the selling prices per ton of steel structural shapes have declined about 
30 percent since 1947 and the business is on a more competitive basis, it is 
doubtful that the projected volume and profits can be achieved. It is thought 
that if the management had any real confidence in the ability of the coneern to 
earn such protits it would be willing to make an appropriate investment in the 
business, 


80585—51—pt. 3 24 
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In .the 8-year period 1935-42 the Phoenix Iron Co. net profits ranged from 
$9,973 to $209,137 and totaled $660,277 for the period and averaged $82,534. 
For the same period, the Phoenix Bridge Co. earned a total of $227,778, in 4 
years, lost $76,401 in the other 4 years, had net profit of $151,377, for the 
period, and averaged $18,922. It is doubtful that a new group, starting from 
seratch, could equal that record. 

The borrower, however, estimates that it will realize a pretax profit of 
$1,200,000 on estimated production of 240,000 tons in its first year of operation. 
It is thought that it will take at least 6 months of the most favorable operating 
conditions to obtain a profitable volume and that if profits earned in the second 
half of the first year of operations were sufficient to offset the losses of the first 
6 months, a remarkable record would have been made. 

A debt-free borrower might be able to effect operating efficiencies in the opera- 
tion of two plants and show earnings from combined operations sufficient to 
repay a loan of about $3,000,000 within a reasonable period of time, but it is 
thought that the acquisition of the Phoenix plant at this time will only deepen 
the borrower's problems. 


Management: 
Face value 


life insur- 
ance 


Stock, 


Salary 
° owned 


Basil M. Graham President $21. 500 $40, 000 
Alexius E. Eck Vice president 12, 500 35, 870 
William F. Zerbe do 4 12, 500 40, 260 
James E. Jones Secretary and treasurer 12, 500 39, 310 


John C. Banser Assistant secretary 0 35, 000 


Joseph A. Sisto Executive committee 25.000 ) 64, 972 
Rudolph Eberstadt de 25, 000 ( 80, 500 


Plus bonus equal to lho vere of1 rofits before Federal income taxes to Graham, Eck, and Jones. 
und 2 percent to Sisto and Eber 


The directors are: Messrs. Graham, Sisto, and Eberstadt, and Jules R. Breu- 
thaud, Nelson Gammans, and Robert C. Hardy. 


Shares ($10 par 


Preferred 
value), common 


50, OOO 
50, OOO 


Basil Marmaduke Graham is 59 years old, married, a native of England, a 
naturalized citizen of the United States, and a resident of Harrisburg for many 
years, Trained in accounting he worked for a public accounting tirm before 
coming here in 1922 as comptroller. He was appointed secretary and treasurer 
in 1939; vice president, secretary and treasurer in 1941, and was elected presi 
dent in 1945. He is the chief executive officer, and supervises all operations. His 
salary and bonus totaled $57,021 in 1948. 

Alexius B. Eck is 61 years old, married, a native of Sweden, and a naturalized 
citizen of the United States. After employment with others in this line, he 
came to the company in 1916 as chief draftsman, was named chief engineer in 
1925, assistant general superintendent in 1939, general superintendent in 1940, 
and vice president in 1945. He was in charge of operations but is now devoting 
his entire time to engineering in connection with the improvements and additions 
to the plant. His salary and bonus totaled $48,605 in 1948. 

William F. Zerbe is 60 years old, married, and has been associated here for 
a number of years as general manager of operations. He was named a vice 
president in the spring of 1949. 

James E. Jones is 56 years old, married, and came here in 1926 as credit man- 
ager. He has worked closely with Mr. Graham and was named assistant secre- 
tary and assistant treasurer in 1939, and secretary and treasurer in 1945. He is 
in charge of finance, record-keeping, purchases, and sales, and assumes Graham’s 
duties in the latter’s absence. His compenstion amounted to $48,021 in 1948. 
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Joseph A, Sisto is 60 years old, married, and became active here in the spring 
of 1946 when Barium Steel Corp., a holding company which Sisto dominates, 
acquired this business. Since the borrower is the largest and most important of 
Barium’s subsidiaries, Mr. Sisto maintains close control of its operations and 
spends a few days of almost every week at the plant. In addition to being the 
senior partner of J. A. Sisto & Co., dealers in stocks and bonds, New York, he 
is president of Sisto Financial Corp., chairman of the board of Barium Steel 
Corp., and a director of all Barium’s subsidiary companies. On October 1, 1930, 
Mr. Sisto and the other partners of J. A. Sisto & Co. were petitioned into bank- 
ruptey. The Irving Trust Co., of New York, was appointed receiver, and on 
November 5, 1930, schedules filed showed liabilities of $1,455,064 and assets of 
$1,746,009. On December 3, 1930, a composition settlement of 50 percent was 
confirmed in cash and an undetermined amount for the liquidation of slow 
assets. He was expelled from membership of the New York Stock Exchange on 
December 29, 1938, for violations of its rules. His compensation from the bor- 
rower amounted to $50,246 in 1948. 

Rudolph Eberstadt is 55 years old, married, and is president, treasurer, and 
director of Barium Steel Corp. He is also a director, president, or treasurer of 
almost all of Barium’s subsidiaries and is reported to devote most of his time 
to the afiairs of the other subsidiaries rather than the borrower. From 1926 to 
1942 he was a partner in one or another firm of securities dealers in New York, 
the last of which was Tobey & Co., which had acted as underwriter for Barium 
Steel Corp. common stock. He joined Barium in 1942. His compensation from 
the borrower amounted to $50,246 in 1948. 

Messrs. Breuchaud, Gammans, and Hardy are identified with Barium Steel 
Corp. 

The officers are assisted in the operation of the business by the following key 
men: 


Name 


Harwood M. Jones Assistant general manage 
Irving M. Smith General sales manacer 
Fred L. Steuber Assistant general sales manager 
Henry E. Bankert Master mechanic 
Edw. 8. Webster District sales manager 
Clyde 8. MeCauley Superintendent fabricating 
Wim. H. Spooner Mistrict sales manazer 

Stencle Superintendent, open h 
Don H Whitmeyer Salesnan 
Frank L, Estep Consulting engineer 


I 


In connection with the proposed expansion at Phoenixville, the borrower has 
hired or proposes to hire the following: 


Name 


William A. Cook siaads Assistar t sales manager $10, 000 
Robert E. Craig Assistant treasurer 9, 000 
Al. Willett-- ; ..--| Assistant purchasing agent 9, 000 


plus five key men in the operation of the steel plant, and four men in the operation 
of the bridge company whose compensation may exceed $7,500 per year 

William A. Cook is 35 years old, and a graduate of Gettysburg College with a 
degree in business administration. He worked as a salesman for the Aluminum 
Co. of America from 1937 to 1940, when he joined the Phoenix Iron Co. as a sales- 
man in New York. In 1941 he was named assistant sales manager, and became 
sales manager in 1946. He continued in that capacity for Phoenix-Apollo and 
Phoenix Iron Works Corp. His salary was $10,440 per year. 

Robert E. Craig is 51 years old, married, and a resident of Wynnewood, Pa. 
An accountant by training, he worked for public accounting firms until 1925 when 
he was employed by the Phoenix Iron Co. as an accountant. He was named 
assistant treasurer in 1928, treasurer in 1939, director in 1945, and secretary in 
1946. He continued as secretary and treasurer of Phoenix-Apollo Steel Co., 


and of the Phoenix Iron Works Corp., completing his duties there on August 15, 
1949, 
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His other connections are: Secretary and treasurer of Virginia Metal Products 
Co., Orange, Va., Winfield Corp.; vice president and director of Barber & Ross, 
Inc., Washington, D.C. He says he is paid $1,800 per year by the Virginia Metal 
Products Co., and that his salary with Phoenix Iron Works Corp. was $16,500 per 
year. 

Comments as to management.—Messrs. Graham, Eck, Jones, Zerbe, and Smith 
are the men that supervise the routine operations. They provided capable operat- 
ing management for the previous owners of the business and are now loyal to Sisto 
who represents the real ownership interest here and who makes all of the im- 
portant decisions. 

Mr. Estep, a New York consulting engineer, is employed by Barium Steel Corp., 
but as he has been devoting a large portion of his time to the designing of the 
borrower's expansion program, the borrower has been paying his salary. 

Mr. Sisto is a man with considerable personality, an amazing amount of egv- 
tism, and a long and checkered record in business and finance. His practice of 
putting nothing in, and taking everything out, has worked to the immense detri- 
ment of the borrower and to other of Barium’s subsidiaries. With Sisto and his 
associate Eberstadt in the picture it is difficult to imagine anything good mate- 
rializing here. 

Dun & Bradstreet report dated September 22, 1948, summary: “This company 
reports continued profitable operations on fairly steady unit sales. Earnings 
are reported being retained, largely to finance improvements to fixed assets. 
Indications are that the company’s individual financial condition is well balanced, 
but complete financial details are withheld. No bank loans are being used. Trade 
comment is generally favorable.” 

Rating : —, which means listed but not rated. 

Employment. 

Harrisburg, Pa.: 
(a) The borrower presently employs 1,300 workers. 
(b) It was estimated that the first loan will result in the employment of 
750 additional. 
Phoenixville, Pa.: 
(c) There are about 100 workers presently employed by the Phoenix Iron 
Works Corp. and the Phoenix Bridge Corp. 
(d) It is estimated that the requested loan will result in the employment of 
about 900 additional workers. 


Note.—The workers are members of the United Steel Workers of America, CIO. The 
plant employs male workers almost exclusively, and the employment angle is important 
to the community. 


General comments.—The borrower was formed in 1946 by Barium Steel Corp., a 
holding company, to succeed to a business which had a long and successful record 
as an independent manufacturer of steel plates. Although the financial condition 
of the company was excellent in the spring of 1946, its condition is now poor. 
The deterioration from excellent to poor during a period of high earnings 
was caused by plant expenditures and Barium’s withdrawals of cash which 
were equal to about 200 percent of the company’s cash cost to Barium. The 
record shows that other companies which were sold to Barium were also ex- 
ploited, yet Barium’s “company only” statement shows it to be also in poor 
financial condition. 

During the summer of 1948, the borrower undertook a substantial plant 
expansion program. Early in 1949, lacking funds to continue the program, it 
filed an application with the RFC and a first loan of $4,700,000 was authorized. 
The loan, which is equal to 100 percent of the cost of the expansion, is now in 
the process of being disbursed. 

Recently a very old structural steel mill at Phoenixville, Pa., was shut down. 
It had been owned and operated by one family for about 118 years. Following 
a change in ownership in 1945, the fixed assets comprising the mill and a sub- 
sidiary bridge company were twice sold, and were recently offered for sale again 
together with some inventories. The Barium Steel Corp. negotiated for their 
purchase and successfully outbid other prospective purchasers. Lacking funds 
to pay for the property, Barium assigned the purchase contract to our borrower, 
the Central Iron & Steel Co., which is not in any better shape than its parent to 
undertake a further expansion. The result is another application to us. 

Although it is considered appropriate for one company, when buying another, 
to contribute all or a very substantial part of the purchase price, our borrower 
is requesting a loan equal to 100 percent of the cost to it of the facilities and 
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inventories to be acquired. As primary collateral for the additional loan of 
$1,900,000 we are offered a mortgage on the old Phoenixville mill for which the 
borrower is paying about $1,033,514, or a loan equal to 184 percent of the fixed 
assets to be acquired. As there is no surplus equity in the collateral securing 
the authorized loan, an additional loan of $1,900,000 on top of $4,700,000 would 
be like piling pie on pork. 

Not only is the additional loan of $1,900,000 impracticable but it is thought that 
a part of the authorized loan should be rescinded. Of the $4,700,000 authorized, 

2,500,000 is to be used to pay the cost of steel-making facilities which would 
double the steel-making capacity of the Harrisburg, Pa., plant. As the demand 
for steel plates has drofped very sharply in recent months, the borrower's current 
volume is equal to 50 percent or less of its existing steel-making facilities and is 
unprofitable. In view of this turn of events, it would appear that expenditures 
for additional steel-making facilities should be deferred indefinitely and the 
debt to be incurred by the borrower reduced to the minimum. 

Failure to fulfill the purchase agreement might mean that Kaiser-Fraser Corp. 
will have to find another purchaser for its Phoenix property. It is thought that 
that concern should have investigated Barium’s ability to pay, or to have agreed 
to take a purchase-money mortgage for all but a small percentage of the selling 
price. The reckless Mr. Sisto, of course, makes promises first and then looks 
to others to supply all of the cash. 

Recommendation.—Agency examiner recommends that requested additional 
loan of $1,900,000 be declined. 

1. The collateral offered as security for the requested loan is not deemed satis- 
factory as it does not afford reasonable assurance of loan repayment. 

2. The financial condition of the company, as reflected by statements sub- 
mitted, does not warrant the loan requested, since, according to our analysis, 
the current position of the company would not be sufficiently strengthened to 
insure the successful continuance of the business and the total debt, after the 
loan would be substantially disproportionate to the net worth. 

3. Satisfactory evidence of ability to continue operations with such reasonable 
earnings returns, as to provide for repayment of loan, is not submitted. 


Pau T. JANTZEN, Eramine 
Barium Steel Corp., July 31, 1948 
ASSETS 


Cash in bank and on hand ; $9, 350 
Notes receivable, affiliates ‘ |, 022, 661 
Accounts receivable, affiliates___ ‘ , 468, 210 
Miscellaneous - aici ae 3, S42 

Total current assets___-. ES ian 2, 506. 063 
Note receivable, affiliate, not current__- 600, 000 
Investment in affiliates ae : , USO, 458 
ieee” eee A ; . 8, 264 
Deferred charges___- , ee 141, 002 


Total assets... a ina ; ; 3, 33D, 767 


LIABILITIES 


I css a ae enelapionaceoneicn ; 160, 670 
Federal taxes on income_____-__- ; _ 2 582. O89 


Notes payable, affiliates_._._._._._..___.-_- = , 321, 685 


Accounts payable, affiliates___ ; ; 32, S54 


Accounts payable, trade___--~_- Saae staae 10, 000 
Other accrued items — oe ieee is 12, SSS 

Total current liabilities : 3, 120, 186 
Notes payable, affiliates, not current_. 550, 000 
Deere mer Mepeiee. kw 127 


i ineteen” “TI 
Net worth__- , = 9, 665, 454 
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Contingent liabilities.—The balance sheet does not show contingent liabilities, 
but it is reported that the company has guaranteed the payment of certain obli- 
gations of affiliates aggregating $5,882,198 together with interest thereon. 






Footnotes: 





(1) Includes $1,124,344, due from Central Iron & Steel Co., of which 
$1,044,700 is on account of a consolidated income-tax return for 1948 profits. 

(2) This is a note of Central Lron & Steel Co. which Barium has subor- 
dinated to the first RFC loan. 

(3) Of this amount $3,653,023 is shown as invested in Central Iron & 
Steel Co., of which $1,408,375 was cash paid tor steck of the old company, 
$72,500 was fee for finance company loan, $98,237 was finder’s fee and other 
acquisition expenses, $1,676,700 the value assigned to capital stock issued, 
and $397,211 the excess of Central's net assets over purchase price or cost. 

(4) The taxes are for 1948 and prior years. 
reserve for taxes on 1949 income. 

(5) This is shown as follows: 











There appears to be no 







+) pe 


.225,019 shares capital stock ($1 par) 2, 225, 019 
Capital surplus ; 7, 206, 290 
Earned surplus * 234, 145 







Total ‘9, 665, 454 





1 Before reserve for income taxes on 1949 income. 










Barium Steel Corp.—Statement of income and expenses, 7 months ended July 31, 


1949 






Income 2 
(1) Dividends received, affiliate 

Interest received, affiliates 
(2) Commissions earned, affiliates 
(3) Management fees, affiliates 
Other income 





; es $1, 713, 403 
: a bia - 9, 489 
a ‘ 391, SOZ 

ou 104, 000 

1, 8389 
















Total income 







2, 220, 483 






Erpe NSCS: 
Officers, salaries 






$8, 479 
aren 189, 536 


General and administrative expenses, etc 







Total expenses 198, 015 






(4) Profit before provision for Federal income tax ns 





1) Of this $1,590,594 was from Central lron & Steel Co. 

2) All of this is said to have come from Central Lron & Steel Co. 

>) This includes $21,000 received from Central Iron & Steel Co 

(4) Elimination of the income taken from Central [ron & Steel Co. would 
reduce this figure to $19,072. 





Senator Funsrieur. Mr. Steele, will you come forward, please 4 

Mr. Steele, do you solemnly swear to tell the truth, the whole truth, 
and nothing but the truth, so help you Ged ¢ 

Mr. Sreete. I do. 

Mr. Rosensaum. May I make one more comment, Senator ? 

Senator Fu.prienr. Yes. 

Mr. Rosennaum. As I understand it, the loan authorizations were 
later decreased by $1,750,000, and the disbursements, as I recall, were 
all made under the first loan, the June 1949 loan. 

Senator Furirricur. I know that there were some changes. We 
have an analysis prepared by the staff that has been put in the record, 
and that analysis shows the cancellation you are talking about. (The 
chronology of significant events appears at p. 1493.) It gets very 
complicated near the end as to just where the money comes from. 
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Mr. Rosensaum. The money came out of the first loan authoriza- 
tion, including the Chester blast furnace, which came out of the con- 
tingent fund of the first loan authorization. 

Senator Fu.tsricur. I would not presume to remember all of the 
changes. 

Will you identify yourself, Mr. Steele, to the reporter ¢ 


TESTIMONY OF HUBERT B. STEELE, FORMER RFC EXAMINER 


Mr. Sreeve. My name is Hubert B. Steele. I live at 2039 Huide- 
koper Place NW., Washington, D. C. 

Senator Fu.tsricur. Mr. Steele, in a former hearing Mr. Bruce 
Wood, of Kaiser Steel Corp., testified under oath before this sub- 
committee that you had told him that Merl Young was related to the 
President. Is that true? 

Mr. Sreeve. I don’t recall, sir. 

Senator Futsrigutr. You do not recall ? 

Mr. Sreece. No; I don’t recall, sir. 

Senator Futsrigur. Do you know Mr. Wood 4 

Mr. Sreeve. I know Mr. Wood very well. 

Senator Futprigur. Have you ever talked to him ¢ 

Mr. Steere. Many, many times. 

Senator Futsricur. Did you ever mention Mr. Young to him / 

Mr. Sreete. Well, he knew Mr. Young, who was my assistant at 
the RFC when I was handling the Kaiser loan. 

Senator Futsrigur. Was Mr. Young your assistant / 

Mr. Sree.x. That is correct, sir. 

Senator Futsricur. Did you think he was related to the President ? 

Mr. Sreeie. Well, I did not know. 

Senator Futsrieur. Did you think he was? 

Mr. Sreece. Well, I rather thought he was, although he never told 
me he was. 

Senator Futsricut. It is quite natural if you thought he was that 
you told Mr. Wood he was; is that not right ? 

Mr. SrTee.e. I may have, sir. 

Senator Futsricur. You just do not want to be positive about it? 

Mr. Sree.e. No; I don’t. 

Senator Futsricur. You would not want to say Mr. Wood was 
incorrect ¢ 

Mr. Streeter. No; I would not, sir. 

Senator Futsricur. You would not dispute what he said, would 
you! 

Mr. Sreeve. No, sir; I would not. 

Senator Futsrieur. Did the fact you thought Mr. Young was re- 
lated to the President mean anything to you / 

Mr. Sreece. Not particularly. 

Senator Futsricutr. You did not care whether he was or not ? 
Mr. Sreevce. I was born in Washington and I never voted in my 
life. 

Senator Fuisrient. Just how does that bear on this? 

Mr. Streetz. Well, I don’t claim to be a Democrat and I don’t claim 
to be a Republican. 

You asked me if it made any difference to me. 

Senator Futsricur. I don’t see how whether or not you voted had 
anything to do with your relationship to Mr. Young, although it might 
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perhaps have made a difference if he was the President’s nephew, 
would it not? 


Mr. Sreete. Well, I would think I would be with distinguished 
company. 

Senator Fursricutr. You thought you were with distinguished 
company ? 

Mr. Sreeve. I think Mr. Young—I thought he was a very likable 
man. 

Senator Futsricur. Did Mr. Willett introduce Mr. Young to you, 
Mr. Steele? 

Mr. Streetz. No, sir. 

Senator Fuisricut. Who did? 

Mr. Steere. Mr. Matthew McGrath, who was then chief examiner 
of the RFC 

Senator Fursricnt. Did he tell you that Mr. Young was related 
to the President ? 

Mr. Sreete. No; he never did. 

Senator Futsricnt. Did Mr. Willett ever tell you that? 

Mr. Sreere. No, sir. 

Senator Futsricut. How did you get that impression; did Mr. 
Young tell you? 

Mr. Streve. Well, Mr. Young was my shadow. I was told to take 
him everywhere I went and I was a trouble-shooter; I was out of 
town a good bit. 

Senator Futsricur. Who told you to take him? 

Mr. Sree.e. Well, it was Mr. McGrath who was in charge of the 
division, that is right. 

Senator Futsricur. Take him wherever you went ? 

Mr. Sreete. To break him in properly as an examiner. 

Senator CaPpeHartT. What do you mean by “being your shadow?” 

Mr. Streeter. I meant that on every loan I worked on if I had to go 
out of town he went along. 

Senator Caprnart. You would take him with you? 

Mr. Stree.e. That is right. 

Senator Futsricnt. Was he an accountant? 

Mr. Streetz. No, he was not; but I suggested he take a course, which 
he did while he was assisting me. 

Senator Futsricut. He did take a course? 

Mr. STeetn. Yes, sir. 

Senator Futsricnt. You are an accountant ? 

Mr. Steere. That is right. 

Senator Fusrienr. Ac. p. a.? 

Mr. Streetz. No, sir. 

Senator Futsricur. Did you study accountancy ¢ 

Mr. Sreete. Yes, sir. 

Senator Futsrieut. Where? 

Mr. Srrete. Pace & Pace, which is now Ben Franklin University. 

Senator Futsrient. Did Mr. Young make any contribution on those 
trips, constructive contributions, or did he just go for the ride? 

Mr. Streets. Well, Mr. Young at first, of course, was not of much 
assistance to me. He later was given assignments which I thought 
he completed very nicely. Asa “matter of fact, when they thought 
Mr. Young was ready to go on his own, why, he was taken from my 
office and I was given another assistant. 
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Senator Funprient. Mr. Steele, what circumstances led you to be- 
lieve he was related to the President ? 

Mr. Streetz. Well, his name was Young and I knew that the Presi- 
dent’s mother was named Young and I knew that Mrs. Young worked 
at the White House and Mr. Young referred to the ‘ ‘boss” quite 
frequently, and he told me he even campaigned with him when he cam- 
paigned for Senator, slept in the same bed with him, and I just put 
two and two together. I figured there must be something there a 
little stronger than water. 

Senator Futsrigut. He never did say that he was? 

Mr. Streeve. No; he didn't. 

Senator Futsriegntr. But he never said he was not? 

Mr. Streeter. No; he didn’t. 

Senator Futprienr. Did he talk about the “boss” quite casually 
and often? 

Mr. Streete. He was quite an admirer of the “boss.” 

Senator Bennerr. I was just going to say, you traveled a lot with 
him, working in the daytime and hanging around together in the 
evening and got pretty chummy. Do you not think out of that he 
might have confided in you that he probably had a relationship that 
he could not talk about very freely / 

Mr. Srrete. Senator, I am telling you to the best of my ability what 
I know, and that might seem possible but it did not occur. 

Senator Futprienr. You never did ask him? 

Mr. Sreere. No, sir; I did not. 

Senator Bennerr. Did any of his brothers tell you that they were 
related to the President ¢ 

Mr. Streets. No; I had only seen his brothers on brief occasions 
when they would come into the oflice to see him. 

Senator Futerieur. Mr. Steele, would you relate to the committee 
in detail the circumstances of your receiving the Central Iron ap- 
plication ? 

Mr. Streeter. Yes, sir, I can. I was called to . Willett’s office. 
The loan was assigned to me—— 

Senator Futsrient. When was it? 

Mr. Streeter. Well, I do not have the date, sir, I have not seen the 
report since it was written. It has not been made available to me 
for this hearing until just briefly I looked it over in the corner. 

Senator Futgrieut. Was it about May 12, 19494 

Mr. Steere. It was about that time, sir: yes, sir. 

Senator Futsrienr. Mr. Willett called you to his office / 

Mr. Sreeve. That is right. 

Senator Futsricut. What did he say to you? 

Mr. Steeve. Well, I was a trouble-shooter and it was not anything 
unusual. He asked me to look the loan over, and if necessary go to the 
plant and look the place over and see if it was possible to work out 
a loan. 

Senator Fursricur. You say vou were a trouble-shooter. Did he 
say he was in trouble? 

Mr. Steere. No, no. 

Senator FutsrieHtr. Then why did he call on you? 

Mr. Streeve. Well, I had been working on steel loans and TI do not 
know why he called me. 

Senator Futsricur. What ? 
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Mr. Sreete. I don’t know why he called me. 

Senator Fu.sricut. He didn’t say ? 

Mr. Sreeve. He didn't say; no. 

Senator Futsricut. He did not say he was in trouble ¢ 

Mr. Sreete. No, sir. 

Senator Futsrient. Did he say anything about the loan / 

Mr. Srretx. He asked me to look the loan over and he knew that f 
knew from my long experience with the RFC it was our purpose to 
make loans if we could. 

Senator Futsrient. Did he tell you that if it was possible you were 
to find a way to work this loan out ? 

Mr. Sreetr. No, sir; he did not. 

Senator Futpricur. He did not say that he was anxious to have the 
loan made? 

Mr. Sreete. Oh, no, no. 

Senator FutsricuHt. Did you understand that ? 

Mr. Streve. I understand exactly what you said. 

Senator Fursricut. I say, did you understand that that was his 
intention, when he gave you this loan? 

Mr. Sreeve. That he wanted me to recommend it ? 

Senator Futsricut. Yes. 

Mr. Steere. No; I did not at all. I have never been asked from the 
whole time I was with the RFC by any of my superiors or a Director 
to recommend a loan, 

Senator Futsricur. When he called you in did you not know that 
Mr. Brodie had this loan and that he was recommending its decline / 

Mr. Streetz. No; I did not know it until after I got ‘the loan and 
looked it over and I had seen Mr. Brodie’s name at the top of the 
assignment slip. 

Senator Futsricut. You got it, we will say, one morning; did you 
find it out that afternon, or when did you find it out ? 

Mr. Streets. Oh, I found it out immediately after the loan was sent 
to me; yes. 

Senator Futsricut. Mr. Brodie had the loan application and had 
recommended decline, is that right? 

Mr. Sreeve. I understood that later; yes, sir. 

Senator Futsricut. Do you know Mr. Brodie? 

Mr. Sreeie. Very well. 

Senator Futsriautr. How long had he been in the RFC? 

Mr. Streeter. Well, I don’t know. 

Senator Futsricut. Had he been there as long as you had? 

Mr. Streeter. I don’t know, sir, possibly as long. 

Senator Fursrient. Is he older or younger than you are? 

Mr. Sreete. He looks older, but I think he is younger. 

Senator Futsricut. He is an examiner? 

Mr. Sreece. And a good one. 

Senator Futsrieutr. A good one? 

Mr. Sreete. I think so. 

Senator Futsrienr. Did you gather from the fact that Mr. Brodie 
had the application and had turned it down, that there was any partic- 
ular significance to assigning you to it? 

Mr. Sreeie. Well, I think that I knew a little more about it. I have 
been referred to here as a steel expert. Iam no steel expert. I happened 
to handle the Kaiser Steel mill loan in Fontana, and if I may have the 
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privilege of saying something about that at this moment I would 
like to. 

Senator Futsricur. Well, I do not know that it has any bearing on 
this. 

Mr. Sreeie. It has a bearing to the effect that I may have been 
assigned the loan. 

Senator Futsricur. I mean, was not that steel mill built by the 
Defense Plant Corporation during the war? 

Mr. Sreeve. No, sir. That was a loan from the RFC. 

Senator IF'uipricut. Was it not built during the Second World 
War? 

Mr. Sreete. It was, but it was not a Defense Plant Corporation 
loan. It was an RFC loan. 

Senator Futsrigutr. When was it built ? 

Mr. Sreete. Well, it was built—I don’t know exactly. 

Senator Futsriegnt. What is that ? 

Mr. Sreeve. I don’t know exactly. It is a new mill that was just 
built to supply sheets primarily for the shipbuilding activities that 
Mr. Kaiser was engaged in. 

Senator Futsricur. I mean, it was built during the war as a war 
activity, was it not? 

Mr. Sreeve. Yes; but it was a loan. 

Senator Funsricutr. I know, but it was very similar to the way 
Geneva was handled. Geneva was built by the Government and leased 
to United States Steel, that is, United States Steel was employed to 
operate it. In this case they loaned the money, it was all Government 
money, and the main purpose was to supply sheets for the building of 
ships, was it not ? 

Mr. Sree.e. That is correct. 

Senator Futsrient. It was not a regular commercial proposition 
such as one would make today—but of course we are back in a war 
again—such as we might have made when there was no war pending: 
is that right? I always understood that. 

Mr. Sreete. The Kaiser Steel loan, a lot of people had the mistaken, 
impression that it was a L00-percent loan. That was not a 100-percent 
loan, because through contracts from the Maritime Commission sub- 
sidiary cone which were building ships had accrued approxi- 
mately $35,000,000 in fees which the RFC had assigned to them. While 
they did put out the original cost of the plant they had this to look 
forward to to accelerate repayment. That is why I wanted to say 
something about it. 

Senator Futsrigut. Well, I think it is an interesting subject, but 
I am not quite clear how it bears on this, except you feel ‘that that was 
an experience which helped you in the analysis of this application. 
Is that what you feel? 

Mr. Sreeve. Yes. Not only that—— 

Senator Futsrient. Is there much similarity between the Fontana 
steel mill and the Central Iron & Steel ? 

Mr. Streetz. No. The Fontana operates from a blast furnace and 
the metallic supply for the Central Iron & Steel is scrap; all scrap. 

Senator Futsricut. Does the Central Iron & Steel make pig iron 
from ore? 

Mr. Streets. They make it from scrap, they make their billets from 
scrap and they roll pipe and sheets. 








1540 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Senator Futsrient. I said, do they make pig iron from ore? Do 
they reduce iron ore to pig iron ? 

Mr. Sreeve. No, sir; they have no blast furnace. 

Senator Futericut. Do they make steel ingots? 

Mr. Sreetx. That is right. 

Senator Futsrigutr. From scrap iron ? 

Mr. Sreeie. That is right. 

Senator Futsricur. Just remelt the steel scrap? 

Mr. Sreeve. Yes; it is alloyed, as I understand. I do not know the 
engineering features involved, 

Senator Futsricutr. Fontana Steel Mill is about the same size as 
Central Iron & Steel . 

Mr. Srrere. Oh, no. 

Senator Futsricur. How big is the Fontana Steel Mill? 

Mr. Steere. Well, it is a $100,000,000 plant. 

Senator Fuirricur. What was the similarity? Did Mr. Sisto 
remind you of Mr. Kaiser? 

Mr. Sreete. No; Mr. Sisto didn’t remind me of Mr. Kaiser, but I 
think Mr. Sisto is a capable operator. 

Senator Futsricnt. You do? 

Mr. Streevr. I do, for a fact. 

Senator Futsricur. After this application was assigned to you 
what preliminary discussions did you then have—did you discuss it 
with Mr. Casey ? 

Mr. Sreetx. I did later on. I looked the application over, the appli- 
cation which you asked to be placed in the record just a while ago by 
Mr. Jantzen. 

Senator Futsrient. I put the report of Mr. Jantzen in the record, 
not the application. 

Mr. Streeve. Well, that is what I had to start with, which did not 
sound very good when you read it. 

Senator Futsrienr. Did it sound good when you read it ? 

Mr. Strreete. Well, I was not so sure there was not something be- 

. tween the lines there. I was not sure that the management was bad 
and [ was not so sure that the earnings would not be sufficient. I 
could see definitely that the financial statement was not distorted by 
debt in ratio to net worth and I was a little—— 

Senator Futsricur. Was there anything factually wrong with that 
statement ? 

Mr. Sreete. Well, I am telling you what I think was wrong with 
it. 

Senator Fursricut. I say factually, any misstatements ? 

Mr. Steere. Factually wrong? 

Senator Fursricut. Yes. 

Mr. Sreetr. Yes; I think it was factually wrong, and I have been 
proven right in my recommendations. 

Senator Futericut. What facts were wrong? 

Mr. Streetz. Well, I thought the collateral was available. As a 
matter of fact, I asked for the best steel engineering appraiser that 
the RFC had to look over the properties and make an appraisal, who 
also recommended the loan. I was not the only one that recommended 
it. 

Senator Furrricut. It seems to me you are talking now about 
opinions of people. I asked you if there was a misstatement of fact. 
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Is there anything in that report of Mr. Jantzen’s which is wrong as 
a matter of fact, rather than your opinion or someone else’s opinion ? 

Mr. Streeter. Well, I took exception to his opinion, if you do not call 
that a fact. 

Senator Furtsrieut. No, I think there is some difference between 
opinion and fact. For example, is it a fact that the amount of money 
was taken out of Central Iron, that the report says was taken out? 

Mr. Steere. I believe so. 

Senator Futsricut. That is a fact, not opinion; is not that right ? 

Mr. Sreeie. No. 

Senator Futericut. Well, the difference of opinion is whether or 
not it was a good thing. You differed with him as to whether or not 
it was a good thing? 

Mr. Steere. In the conclusion; yes, sir. 

Senator Fusricur. But all of the statements of fact were correct 
in there, so far as you know ¢ 

Mr. Streeter. So far as I know, sir. 

Senator Fursricur. You simply differed with him as to the sig- 
nificance of those facts. It is your opinion 

Mr. Sree.te. My opinion was that collateral was available, earning 
ability was there to meet an orderly amortization schedule, and the 
management was good. 

Senator CapeHart. Were you thoroughly convinced that they could 
not get the loan from any other source 4 

Mr. Sreeie. Yes; I was, sir. 

Senator Carenarr. You satisfied yourself on that ? 

Mr. Strreve. I am satisfied. I do not think anybody wants to get a 
large loan for plant expansion purposes that can get it from a bank. 
I differ from the statement that Mr. Jones made in the papers the 
other day, where credit is available. It is not. 

Senator Futsricur. Did you talk to the bankers about this loan? 

Mr. Steete. No: I didnot. That had not been covered. The report 
says you couldn’t get it. 

Senator Carenarr. You just took the report? 

Mr. Srerve. I took that. 

Senator Carenart. It is strange you took Jantzen’s word on this but 
denied everything else that he wrote. 

Mr. Steere. I don’t deny everything he said. I just came to a 
different conclusion. 

Senator Carrenarr. You disagreed with him on everything except 
this one thing? 

Mr. Sreeve. I disagreed with him on conclusions. I did not dis- 
agree with any of the statements as far as earnings, fixed assets— 

Senator Carenarr. Tell us how you knew of your own accord that 
the money was not available? What steps did you take to ascertain 
whether it was or was not? 

Mr. Streeter. I did not go to the banks. 

Senator Capenarr. You did not do anything? 

Mr. Streetz. No; not along that line, sir. 

Senator CarprnaArt. Absolutely nothing? 

Mr. Sreeie. No. 

Senator Caprnarr. Is not that generally the practice of RFC? 

Mr. Steere. No. 

Senator Carprmart. Why cid you make an exception in this case? 
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Mr. Streeter. You have to be turned down by your bank of account 
before the RFC can make a Joan. 

Senator Capenarr. Why did you make an exception in this case? 

Mr. Sreeze. I don’t know that I did. Mr. Jantzen’s s report states, 
as I understood it just now, that banks had turned them down. 

Senator Futsrieur. The application, I think, states that, or I be- 
lieve it did, the application filed by the Barium Co. I do not think 
there is anything in the RFC file that indicated any check was made 
on that statement, but it is true the application stated that. 

Mr. Steere. I made none, sir. 

Senator Fu BricgHT. Did you know Mr. Sisto prior to this applica 
tion / 

Mr. Sreeve. No, sir. 

Senator Futsrigur. Did you call on Mr. Sisto? 

Mr. rete. No, sir. Do you mean when the application was in 
process ¢ 

Senator Funpricur. Yes. 

Mr. Sreeve. I met Mr. Sisto at Harrisburg. 

Senator Futsricur. He impressed you very favorably ¢ 

Mr. Steevr. He did, a man of great energy, and he se seemed to know 
the steel industry perfectly. 

Senator Futsrieur. I see. Did you talk to Mr. Eberstadt at that 
time / 

Mr. Streeter. No, sir. 

Senator Futpricnr. Had you talked to Mr. Casey at that time ¢ 

Mr. Sree.tr. No, sir. 

Senator Fursricut. Mr. Dudley ? 

Mr. Srreve. Not at that time, sir. 

Senator Futerticnr. Mr. Rosenbaum / 

Mr. Sreete. I did not know Mr. Rosenbaum. I didn’t know any of 
them. 

Senator Futsrieut. Did you discuss this application with Mr. Merl 
Young ¢ 

Mr. Streeter. No, sir. 

Senator Futsricnr. Mr. Buckley, Mr. Paul Buckley ? 

Mr. Sreeve. I never heard of Mr. Buckley until I sat here today. 

Senator Funsrieut. You did not know him before? 

Mr. Sreeve. No, sir. 

Senator Futsricur. Did you discuss it with Mr. Brodie? 

Mr. Sreete. Yes. 

Senator Futsricut. Tell us about that. 

Mr. Srerie. Well, 1 went to see Mr. Brodie and I told him, I said, I 
am sorry, Steve—I guess all Brodies are called “Steve”—but I differ 
with you, I am going to recommend this loan. He said, I do not 
see how you can do it. 

Senator Futsriaur. What is that ? 

Mr. Sreeve. He said, “I don’t see how you can do it,” but I did. 

Senator kutsricHr. Can you tell us of any instance in which the 
exzininer was switched under similar circumstances / 

Mr. Sreete. Well, | know of examiners that have been switched 
ina number of occasions; several reports have been sent to me, but I 
cannot tell you just what cases they were at this time. 

Senator iutpricHr. Will you name one other similar case ? 

Me. : reece. 1 cannot, sir. 
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Senator Futsrienr. Then you are not sure whether there has been 
any other ? 

Mr. Sreete. Yes, I am. 

Senator Futericut. If you are sure I think you ought to be able to 
name one, 

Mr. Sreeve. But I don’t know the name of it. sir. I handled thou- 
sands of applications for the RFC. I have been out about a year and 
a half. 

Senator Futsricgnr, Our impression was that this was a rather 
unusual circumstance In this case. 

Mr. Streets. Well, I don’t think so, inasmuch as—— 

Senator Futsrigur. Can you tell us of another instance, just one ‘ 

Mr. Sreeie. | can give you a very definite case of the Glenn L. 
Martin loan that I worked. 

Senator Futsricutr. What were the circumstances on that one / 

Mr. Sreeve. The circumstances of that was that at that time Mr. 
Goodloe was chairman and I was called up to a subboard meeting that 
was held in the outer chambers of his offices, and Mr. Martin was there 
with other officials of the company. That was on Friday evening. 
They said, “Steele, can you start to work on Glenn L. Martin’s loan 
tomorrow morning?” ‘That was my day off, too. So I made arrange 
ments to go over there. 

There is a loan that was—— 

Senator Futnrichr. Who was the examiner when they called you 
up? 

Mr. Sreeve. That is just the point; I wanted to explain that. 

There is a loan that had never gone through the agency. I was the 
field examiner and also the Washington examiner and also presented 
it to the board of directors. 

Senator Futerigur. Who was the examiner from whom they took 
the loan and gave it to you? 

Mr. Sreeve. Oh, no examiner. 

Senator fuLBrigur. Well, you completely miss the point of my 
Inquiry. 

Mr. Sreeie. I thought vou was asking me about an exception. 

Senator Futsricur. I asked you if vou knew of a single other 
instance in which an examiner who had rendered a re port was removed 
and another substituted. 

Mr. Sreeve. I said I did and it was given to me, but I don’t remem 
ber the name of the loan. 

Senator Furic HT. oe it the Aireon Manufacturing loan? 

Mr. Sreeve. No, si 

Senator FuLpricur. “Ww ere you the examiner on that loan? 

Mr. Steere. I was, sir. 

Senator Futsrieur, Did you approve it 4 

Mr. Sreete. Well, it was a question of a group approval on that 
loan. 

Senator Futprigur. Was there some other examiner on that loan ? 

Mr. Sreete. Not to my knowledge. The whole review committee 
and L worked on that loan together. 

Senator Funsricutr. Did the review committee approve it / 

Mr. Sreeie. They all signed the approval: yes, sir. 

Senator Fursriaut. The original Aireon loan ? 

Mr. Sreete. That is right. 
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Senator Fursricur. Did the review committee approve of this 
Central Iron & Steel Loan? 

Mr. Sreeve. As I understand it, in the first loan I first recom- 
mended five million fee, which was the amount that the company 
had requested—applicant had requested, but I in turn sweetened the 
collateral by asking for the assignment or mortgage on a plant owned 
by a subsidiary, plus the unconditional guaranty of the Barium Steel 
Co. That loan went to the review committee, and it was declined, 
and it went to the Board. The review committee, as I understand, 
did recommend the loan of $3,300,000, provided Barium would put in 
$2,000,000. 

Thereupon, I met Mr. Casey and Mr. Dudley for the first time. I 
had approved this loan before I had ever met these gentlemen, to the 
best of my knowledge. . 

So I said, “Get your people down here and let’s get into a confer- 
ence to see what we can do.” 

Senator Futsrient. You told who that? 

Mr. Srreve. I told that to Mr. Casey and Mr. Dudley, who were 
representing the borrower. 

Senator Furrsricur. To get their people down to Washington ? 

Mr. Sreeve. That is right. 

Senator Futsricur. Did you not go to Harrisburg? 

Mr. Sreeve. I did; yes. 

Senator Futsrient. Had you already been to Harrisburg? 

Mr. Sreeve. Yes. 

So Mr. Sisto and Mr. Eberstadt, Mr. Casey, and Mr. Dudley met 
with me in the conference room. 

Senator Futsricur. When was that? 

Mr. Sreetr. Well, I think that was about a week before the loan 
was approved, and I think the loan of $4,700,000 was approved 
sometime in June, the early part of June. 

Senator Futericur. Was that June 3, 1949, this meeting? 

Mr. Sreeix. No, sir; it was prior to that. 

Senator Funsricur. All right, go ahead. 

Mr. Sreeie. Well, at this meeting I had this financial statement of 
Barium, and I realized that they could not put in $2 million, that was 
the recommendation of the review committee and the Board. 

So I said to them, I said, “Well, you have taken some money out 
of this business, now let us see if we can’t put back what you did 
with it.” In that particular case I asked for $600,000 injection 
and reduce the loan by that much to $4,700,000. The financial state- 
ment showed that was just about all they could do. 

Then I asked for a plant in Detroit, which was valued at about 
$1 million, which was owned by a subsidiary, which would be used 
to secure—partially secure the unconditional guaranty of Barium, and 
also a plant in Canton, Ohio, which was owned by 100-percent-owned 
subsidiary. I got a lot of squawks about that deal, but I went back 
and told Mr. Willett that these gentlemen have finally agreed to my 
terms, that [ would recommend the loan on that basis. 

Senator Futsricur. Why did you tell Mr. Willett that ? 

Mr. Sreeie. Well, because Mr. Willett had assigned me the loan, 
and they wanted to meet the directors and find out if there was any- 
thing else that they could discuss with him. 
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Senator Futsrient. Why did you not tell the Chairman of the 
Board ? 

Mr. Sreete. Well, I did. I did. I went to each director, and on 
June 3 they had a special Board meeting, and the loan was approved 
on the conditions that I imposed, which you can readily see from read- 
ing my report, were completely foreign to the request made by the 
applicant. 

Senator Futsrienr. You said you had been to Harrisburg and you 
became acquainted with Mr. Sisto out there. How did he strike you? 

Mr. Sreeve. Well, he did not strike me. 

Senator Futsricnr. How did he impress you / 

Mr. Steere. As a man of tremendous energy. He walked my 
tongue out going around that mile-long plant. 

Senator Futsrient. Are you familiar with his experiénce ’ 

Mr. Streetz. No, sir; other than that what I read in the report, if it 
was in there. 

Senator Futsricur. You had read what Mr. Jantzen said in the 
report ¢ 

Mr. Streetz. That is right. 

Senator Fursricutr. You did not agree with Mr. Jantzen’s evalua- 
tion of the man 

Mr. Streets. I did not disagree with Mr. Jantzen in what had hap- 
ened in the past in Mr. Sisto’s financial life. I was impressed with 
hie ability in the industry, and that is all I was interested in. 

Senator Futsrient. I want to read at this point for the record a 
futher statement. 

According to Mr. Willett’s dairy, Mr. Steele called him on May 17, 
1949, and he in turn called Mr. Casey to get a number to call in Harris- 
burg, so that Steele could arrange to have someone meet him. 

Mr. Dudley called Mr. Willett on the same day on the same matter, 
perhaps to supply the number. The diary indicates that Mr. Casey 
came in to talk with Mr. Willett about Central Iron & Steel on the 
next day, May 18, 1949. 

On May 25 Mr. Casey phoned Mr. Willett about the application. 
On May 26 both Mr. Casey and Mr. Dudley phoned. Mr. Steele’s 
report and the examination were submitted on May 26, 1949. 

With respect to the management of the company, Mr. Steele said 
as follows: 

Capable and experienced. This examiner personally interviewed the principals 
at the applicant’s mill and was impressed with their knowledge 
in the industry and production and know-how. 


of current trends 


This was Mr. Steele’s entire comment on the management of Central 
Iron at that time. 

With respect to the apprehensions expressed by Examiner Jantzen, 
Mr. Steele said as follows: 


Agency is somewhat concerned in methods used by the parent company in 
financing acquisition of certain operating subsidiaries. This examiner finds 
Barium’s practices ethical and a typical example of outstanding business acumen. 
Mr. Steele recommended that RFC make a direct loan of $5,300,000 secured by 
the physical facilities owned and to be acquired by the applicant and secured 
also by the unconditional guaranty of Barium Steel Corp., the guaranty and 
terms to be secured by the mortgage on the facilities in Canton, Ohio. 


May 26, 1949, by unanimous vote of all five directors, the RFC 
Board approved the direct loan of $3,300,000. 


80585-—51—pt. 3———25 
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What led you to be impressed by the ethical practices and what 
made you say it was a typical example of outstanding business acumen ¢ 
What was outstanding about the business acumen of Mr. Sisto? 

Mr. Sreere. Well, sir, you need not talk to him more than a half 
hour to find out that he knows what he is doing. 

Senator Carenartr. He could not have been very good or he would 
not have needed an RFC loan. He has been in business for many, 
many years, has been on the New York Stock Exchange, and owned 
all of these companies. 

Mr. Sreeie. Would that not go for any borrower ¢ 

Senator Careuart. Well, anybody that would have to borrow from 
RFC are not the most wise people in the world, or they would not have 
gotten into trouble. 

Mr. Streeter. Those that go to banks, is there any difference ¢ 

Senator Futsrientr. Did you say you are not familiar with the 
charges made against Mr. Sisto when he was expelled from the stock 
exchange ¢ 

Mr. Steere. No, sir. 

Senator Fursricnut. You know the New York Stock Exchange is 
not noted for its delicacy and squeamishness in matters of this kind, 
do you not? In other words, they do not discharge people for very 
trifling things. 

Mr. Streetz. That is probably so. 

Senator Futsricnr. These are some of the charges: First, Mr. J. A. 
Sisto was charged with and found guilty of conduct or proceedings 
inconsistent with just and equitable principles of trade. The sub- 
stance of the specification of which he was found guilty on this charge 
was that on June 10, 14, and 16 of 1937, J. A. Sisto caused the Sisto 
Financial Corp., of which he was president and director, and which 
he dominated and controlled, to purchase for $25 a share a total of 
1,000 shares of stock for Sisto Financial Corp., which he purchased 
on or about the same date for $15, and so on. 

Do you think that is a shining example of ethical conduct ? 

Mr. Sreeir. Possibly not, sir. 

Senator Futsricur. Not to pursue that, but do you think the way 
lie financed the purchase of Central Iron is an example of business 
acumen / 

Mr. Srreve. I certainly do. 

Senator Futsricur. You do? 

Mr. Sreete. I do. I think that is business acumen, he built up 
quite a company and they could certainly not have done it—— 

Senator Futsricur. What do you mean could not have done it ? 

Mr. Sreece. Well, they have quite an empire there with their sub- 
sidiaries. 

Senator Futsricur. With the help of RFC. Do you think it is one 
of the purposes of RFC to promote that kind of financing? 

Mr. Sreevr. I think now, and I thought at the time that any loan 
that was equitable to the lender to that of the borrower, that was 
adequately secured, and there was a reasonable assurance of repay- 
ment with management that knew the industry, was deserving of a 
loan, particularly when steel was at a shortage. 

Senator Carenart. Where was the public interest involved ? 

Mr. Srrete. Why, the shortage of steel in itself is public interest. 
‘The employment feature is one. 
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Senator Futpricnt. I am unable to see how this contributed very 
niuch to the basic supply of steel. 

Mr. Sreeire. Why not, sir? 

Senator Futpricut. Well, I do not see that it did. It is a finishing 
and fabricating plant for steel plate. 

Mr. Sreer. No, sir, no, sir. They buy scrap iron and they make 
ingots and they roll sheets and t hey produc e pipe. 

Senator FuLsrient. According to Jantzen, it was less than four- 
tenths of 1 percent of the capacity of the country, which is a very 
small portion. 

Mr. Sreeve. Do not lose sight of the fact, Senator, that this-mill is 
locate d in one of the most lucrative scr ap sections in the country. 

Senator Funsrieur. At the time of the loan obligation, did they 
have facilities for melting the scrap / 

Mr. Sreete. Yes, sir. 

Senator Futsriaiur. Are you sure about that 4 

Mr. Sreeite. Yes, sure: they were in operation, but they had an 
expansion program under way, and that is what this loan was for, 
to complete that. 

Senator Futsrieut. In other words, they had not alre ady. They 
did not have the facilities, that is what they were acquiring. 

Mr. Sreeir. No, they had facilities there. This was an addition 
and betterment. 

Senator Futsrient. Did you think that one of the substantial rea- 
sons for giving the second Joan was in order to help Kaiser-Frazer 
out on its disposal of the Phoenixville plant / 

Mr. Sreeite. No, I did not. I thought that the second loan would 
integrate the operation and some of the facilities, as I recall, were 
originally scheduled to be put in the Harrisburg plant, could be used, 
that already existed in the Phoenixville plant. 

Now, Phoenixville was in a distressed labor area, It is a town of 
about, as I recall, 12,000 people, and the plant was close to town and 
it was about the only thing in the town. 

Senator Capenartr. Why was it closed ? 

Mr. Sreeie. Kaiser- Frazer closed it down. 

Senator Capenart. Why did they close it / 

Mr. Sreeir. I do not know, sir. I guess they made arrangements 
to get steel otherwise; maybe from Fontana: I do not know. 

Senator Carpenartr. And to get some money / 

Mr. Steere. Sir? 

Senator Carpenarr. Andto get some money ¢ 

Mr. Sreee. | Sonsibily T hey did need it at that time. 

Senator Fuusriaur. Mr. Willett. would you supply for the record 
both of those reports of Mr. Steele’s, the one on M: ay 26 and the one 
on September 16, I believe it is. 

Mr. Witxerr. Yes, I will. 

(The material referred to follows :) 


OFFiCcE OF LOANS, BUSINESS LOAN BraNcH, (New LoaNn)—PHILADELPHIA AGENCY 


May 26, 1949 
CENTRAL IRON & STEEL CO., HARRISBURG, PA. 


Business.—Manufacturer of steel plates and prefabricated plate parts. 
Loan applied for.—$5,300,000. 
Participation.—None. 
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Date of application.—March 14, 1949. 
Received in Washington.—April 13, 1949. 
Established.—1853. 

Under present control.—1946. 

Maturity requested.—11 years. 


Purpose.— 
Requested 

ee ee nc hccii en esniben ntormesnnen $2, 500, 000 
pene Wn anne nt ks a a wT eg 2, 000, 000 
Permets PREMIER ERNE URUNU DORE. go ee ee ed 350, 000 
PRISE PNCt ON RI i nrreionel 200, 000 
ree EG RIN Ns a ee et 250, 000 

ree ae Peer aN gt hs kA he es i 8 ee 5, 300, 000 


Recommendations.— 
Agency manager: Decline. 
Review committee: Decline but indicate. 
Agency advisory committee: Not acting. 
Agency review committee: Decline. 
Agency examiner: Decline. 
Washington examiner: $5,300,000. 

Note on purpose: The plant-expansion program was started in June 1948 upon 
which the applicant has spent $664,511 of its own funds as of January 31, 1949. 
It requests reimbursement of amount spent of $664,511 and financing of $4,635,489 
to complete program. 

Collateral offered.— 

[000 omitted] 


Agency 








Cost Net book appraised Agency 

value value loan value 

Now owned: | 
Land Sa ined i $382 $382 $400 $300 
Buildings 1,144 377 377 200 
Machinery and equipment. = 6, 190 3, 486 3, 500 1, 500 
Total owned..--- iv Hl beeen d caaiatic 7,716 , 277 2, 000 

To be acquired 

Buildings and foundations_._.......-.....2.-.2.2--| 360 360 100 
Machinery and equipment.._..................... 4, 27 4,275 2, 200 
aren ie ie Baik a ecenckcenemibaene neces 4, 635 $, 635 2, 300 
Grand total...  Scabalibalnaea 12, 351 8, 880 8, 912 4,300 


Notr.—Washington Engineer B. B. Hood inspected the plant on May 4 and 5 and 


established the following loan values (report attached) : 


Land, 80 acres at $5,000 (assessed tax valuation) _-...._______________ $400, 000 
er es cscs casinthe dosumaamneenteiessnnsacbns 1, 360, 000 
PUOCURERUDSINGIURT. “COEAD, 56, GUDRUN, UB ass so cc eee sees comers eobrecnerrmer 950, 000 
DIGUIPINCRL, TOW 35 TOPIMCRIIIIAE WRI ices rr dndedinonminm 3, 570, 000 

ET ROM WRI nd ieee tin ei wists eS 3, 280, 000 


Guarantor.—Barium Steel Corp. (holding and parent company). Uncondi- 
tional guarantee secured in part by first mortgage on plant facilities owned by 
wholly owned subsidiary, Barium Steel & Forge, Inc., of Canton, Ohio. 

After negotiation with applicant’s officials this plant was offered as cushion 
collateral and subsequently appraised on May 19, 1949, by Washington Engineer 
Hood (report attached). 

Liquidating value found as follows: 


SA eae on te eS ase 
a can eT ce ne ee oie 5 cach gc then ine eascbeeetes wind 384, 000 


OIE, Wd ne eS Metsncaiaiainaancee 440, 000 
Total liquidating value (excludes open-hearth furnaces) _~_--____ 860, 000 
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Condensed balance sheet.— 
[000 omitted] 


} 
Barium Barium 
(only) Consolidated 
ec. 31, 1948 | Feb. 28, 1949 


| Applicant 
Mar. 31, 1949 I 





Assets: 
Oy Mes a F bie Sovak pEbesataela wade et is $4, 764 $1, 838 $13, 962 
i i canner abil Ne sti ee 4 wa ae 4, 854 6 », 455 
O.A ob - ; 352 10, 817 2, 384 


9, 970 12, 661 25, 801 


Liabilities: 


Wwe cae a ‘ied =f ieuade Ad plea 4, 099 4,196 
Oo. L 7 68 1, 056 
N. W. iinona : : 5, 803 7, 409 





9, 970 12, 661 25, SOL 


Condensed earnings statement—(Fiscal year ended Dec. 31 


[000 omitted] 


nonths 

Applicant only 1944 1945 1946 1947 1948 |° on . 

Net sales__. a soli : $14, 347 $10, 576 $8, 442 $18, 934 $26, 925 $7, 468 
Net profits (after taxes and depreciation 169 sf 105 729 78 625 
Depreciation - ae. Venwabeaah 144 218 s 2 14 67 


Note: Barium and subsidiaries: 


2montl 

1948 49 
Net sales are sa em et Be Le $51, 258 $10, 127 
Net profits (after taxes and depreciation). .............--- 2, 615 852 
Depreciation . - 7 


Comments on management.—Capable and experienced. This examiner per- 
sonally interviewed the principals at the applicant’s mill and was impressed with 
their knowledge of current trends in the industry and production know-how. 

Comments of Washington examiner.—(1) Plant expansion program started in 
June 1948, originally to be financed through current earnings and advances from 
a customer to whom a large portion of production would be alloted ; this arrange- 
ment did not materialize. 

(2) This mill, using scrap iron and steel as metallic raw material, produces 
plate, pipe, forgings, and stampings. Annual ingot capacity 288,000 net tons. 
The expansion program designed to double capacity of existing facilities. 

(3) Applicant has exercised splendid judgment in backlogging orders which 
were booked at good prices under a high scrap market price. An average price 
(January 1949) of $143.38 was received for plate and $207.15 for flanging and 
stampings against a scrap price of approximately $75. The high cost of serap 
inventory is practically consumed and the applicant occupies an enviable position 
in this respect. The recent sharp decline in cost of scrap from $20 to $30 (to 
grade) will permit the sale of products at a competitive price of $75 to $85 
per ton. 

(5) The mill is located in a highly industrialized area where scrap metal is 
readily available and well situated for outlet, especially for pipe and stampings 
with the related advantages of freight differentials. 

(5) Agency is somewhat concerned in methods used by the parent company 
in financing acquisition of certain operating subsidiaries. This examiner finds 
Barium’s practices ethical and a typical example of outstanding business acumen. 

(6) Barium through negotiation has agreed to eliminate— 

(a) Payment of profit bonus to Barium officials ; 
(b) Payment of dividends; and 
(c) Loans to parent by applicant. 
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However Barium is a holding company and has no source of income other than 
through the above transactions. Willingness to forego the above indicates the 
parent’s confidence in the applicant’s prospects in the industry. 

(7) Collateral, earnings, and management favorable. The greater production 
of steel and allied products desirable. Employment a factor. 

Recommendation of Washington exraminer.—A direct loan of $5,300,000 to 
mature in 7 years with monthly payments of $45,000 plus interest, balance due 
at maturity, first payment due 9 months from date of first disbursement (to 
permit completion of facilities) under following conditions: 

1. Purpose : $664,511 for working capital and $4,635,489 for new plant facilities. 

2. Collateral as appearing under proper caption of this report. 

3. Unconditional guaranty of Barium Steel Corp. to be secured in part by first 
lien on land, buildings, and equipment of Barium Steel & Force, Ine., plant 
located at Canton, Ohio. (Exclusive of open hearth furnaces. ) 

4. No advances to parent or affiliated companies. 

5. No dividends to be paid. 
6. Stand-by on all profit bonus during life of loan payable to parent company 
officials (2 percent to Sisto and Eberstadt). 
7. Management agreement. 
Ss. Automatic closing requirements. 
H. B. Steeve, Braminer. 


Comments of review committee—The parent company, Barium Steel Corp., 
owns 14 industrial companies operating in the capital goods field. Applicant is 
the largest and most important of all its subsidiaries and contributed about 70 
percent of parent’s 1949 consolidated net profits. J. A. Sisto dominates the 
parent Company and its subsidiaries. He has a checkered record and questionable 
reputation in business and finance. One of’his companies went into bankruptcy 
in 1980 and he was expelled from membership of the New York Stock Exchange 
in 1938 for violation of its rules. Mr. Sisto appears to have operated on the 
theory of purchasing industries by paying cash in such amounts as could be 
borrowed from finance companies and issuing stock for balance of purchase price, 
then, having the subsidiaries loan or turn over to the parent sufficient funds 
to repay the finance companies. 

In the case of applicant, parent Barium Corp. gave $1,453,375 cash and 139,725 
shares of Barium commen stock for the business, borrowing the cash from finance 
companies. The finance companies were then repaid from applicant’s funds. 

During the 2 years and 9 months ended January 51, 1949, Barium took from 
applicant $1,976,474 and in addition required it in 1948 to pay $100,592 in salaries 
to two of Barium’s officers. Barium also took commissions aggregating $764,000 
and charged applicant $3,000 per month as its part of Barium’s New York office 
expense. 

Barium has withdrawn cash from applicant equal to about 200 percent of its 
cash cost to Barium thereby adversely affecting applicant's financial and working 
capital position. In January 1949 applicant paid parent a dividend of $1,590,594 
It is believed that working capital after proposed loan will be inadequate. 

Review committee recommends.—Application be declined, but indicate RFC 
will consider a loan of $5,300,000, interested parties to furnish sufficient funds 
to complete the proposed expansion, (RFC engineer's estimated total cost $5,900, 
000) and give satisfactory evidence of availability of adequate working capital. 

G. P. Luce. 
J. ‘O-- Eirvs. 
T. E. PARKS. 


OFFICE OF LOANS, BUSINESS LOAN BRANCH (UNDISBURSED LOAN )—PHILADELPHIA 
AGENCY—SPECIAL MEMORANDUM TO THE Boaxrp 


(September 16, 1949) 
CENTRAL IRON & STEEL CO., HARRISBURG, PA. 


Business—Steel mill. 

A direct loan of $4,700,000 approved on June 3, 1949, providing for injection of 
not less than $600,000 to complete new facilities program costing $5,300,000. 

Maturity—5 years. 

Repayment—$40,000 monthly, plus interest, beginning in 9 months. 50 percent 
net earnings clause first effective for year ending December 31, 1950. 

Collateral.—First mortgage on all applicant’s plant facilities, assigned loan 
value of $6,280,000. 
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Guaranties—Unconditional guaranty of Barium Steel Corp. (the parent) 
secured in part by first mortgage on plant facilities of Barium Steel Forge, Inc., 
Canton, Ohio, to the extent of $750,000 by a mortgage covering all fixed assets 
(including open hearth furnace) provided that such mortgage may be subject to 
any existing lien thereon held by War Assets Administration, and to the extent 
of $900,000 by first mortgage on plant facilities owned by Detroit Steel Castings 
Co., Detroit, Mich. 

Cause for report.—(1) Increase loan authorization to Central Iron & Steel 
Co. by $1,900,000. 

(2) On August 19, 1949, the Barium Steel Corp. entered into a purchase con- 
tract with Kaiser-Frazer Corp. to acquire the plant facilities and inventories 
of the Phoenix Iron Works Corp. and the Phoenix Bridge Corp., both corpora- 
tions located at Phoenixville, Pa. 

(3) Barium Steel Corp. has made a down-payment of $250,000 on the purchase 
price, balance of purchase price in the amount of $1,650,000 to be paid not later 
than September 19, 1949. 

(4) The Barium Steel Corp. is requesting the disbursement of $1,900,000 to 
its subsidiary, Central Iron & Steel Co., on its outstanding commitment from this 
Corporation. 

(5) It is proposed that two new corporations will be formed, having sub- 
stantially the same names as the present corporations, and 100 percent in the 
stock of these new corporations will be owned by Central Tron & Steel Co. 

(6) The Central Iron & Steel Co., under the present request, is being used as 
a vehicle to expedite disbursement in the event that the applicant’s request meets 
with favorable consideration by this Corporation. 

(7) It is contemplated that at a later date, after closing papers are in order 
and mortgages cleared on the Phoenixville properties, that the amount dis- 
bursed from the present authorization for the acquisition of such properties 
will be credited to the outstanding authorization which provides funds for the 
plant betterments at Harrisburg, Pa. 

Comments of Washington eraminer.—Ownership of the Phoenixville properties 
has changed hands frequently within the past few years. None of these owners, 
it appears, bad any intention of perpetuating operations. These properties were 
acquired for sundry purposes, in some instances for a quick-dollar profit to take 
advantage of trends in the steel industry or to obtain output, permitting swap- 
deals for steel requirements for other interests. 

Kaiser-Frazer discontinued steel mill operations a few months ago and as a 
result a serious employment problem resulted in the area. The Bridge Co. has 
continued to operate on a skeleton basis. Central Iron & Steel proposes to 
operate both companies which should result in the employment of 1,200 addi 
tional employees. 

The applicant is in effect requesting 100 percent financing. The only contribu- 
tion is represented by a mortgage offered on a grey iron foundry owned by 
Barium Steel Corp., located at Sheffield, Ala. Officials of the company state 
that the plant is worth in excess of $300,000 but is subject to an RFC mortgage 
of approximately $50,000 which it assumed when the properties were acquired 
from the George C. King Co. 

The inventory to be taken over under the purchase contract includes, in addi- 
tion to certain sundry supplies such as usable rolls, fire brick, etc., the following 
items which will be sold immediately to provide working capital. These items 
are as follows: 


(a) Approximately 13,000 tons of pig iron at $40 per ton _ $520, 000 
(b) Approximately 3,000 tons of structural steel at $60 per ton a 180, 000 


(¢) Approximately 5,000 tons, (including scrap rolls) of prime scrap at 
$25 per ton... _-_-- a E 125, 000 


weet 222i. =. wpa es het 825, 000 


In discussion of this application with the applicant’s principals it was devel- 
oped that working capital requirements would be from $500,000 to $550,000. 
Therefore the undersigned examiner is of the opinion that funds derived from 
the sale of scrap sold in excess of $525,000, namely $300,000, should be applied 
on the loan in inverse order of maturity. This will permit in the aggregate a 
contribution to the purchase contract by the applicant of approximately $600,000. 

The Bridge Co. is one of the three largest concerns of its kind in the industry, 
and with the know-how of the new owners, this company should be operated 
profitably. 
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The previous owners have made no particular effort to realize the potential 
for the operations of this business for reasons previously mentioned herein. 

The applicant estimates annual earnings of $1,200,000 from the steel mill, 
exclusive of any profits which may be earned by the bridge works. 

Disbursement of $1,900,000 under the existing authorization will in no way 
retard the construction program at Harrisburg as it is not anticipated that 
disbursement will be requested to cover costs of betterments within the next 
90 days. 

Washington Engineer Hood’s report is attached, in connection with plant 
values. Agency report has been circulated to the directors and it will be noted 
therein that agency recommendation is unfavorable. 

The undersigned examiner in recommending favorable consideration of this 
application is not unmindful of the applicant’s small percentage of contribution 
in the purchase of these properties, but from a credit and operational standpoint 
gives full weight to the following favorable factors: 

(1) Immediate employment of 1,200 workers which, in a community of 12,000 
population, is of paramount importance. Kaiser-Frazer, when they closed this 
plant, were severely criticized by the press and otherwise from the employment 
angle, and in an effort to recoup its damaged public good will has made an 
attractive offer to the applicant to continue operation of the mill. We are 
advised that other buyers would have paid more for the plant but it was quite 
evident that a scrapping plan was contemplated. 

(2) The collateral offered, including that pledged under the existing author- 
ization, offers this Corporation a substantial margin of security. 

(3) Management is of proven ability. 

(4) Certain economies will be effected which will be advantageous not only 
to the operation of this mill but also the mill at Harrisburg. Steel plates in 
quantities have been sold in the past by Harrisburg to Phoenix for structural 
end products. 

Recommendation of Washington examiner.—(1) That no objection be inter- 
posed to the disbursement of $1,900,000 of the existing commitment to Central 
Iron & Steel Co. for the purpose of acquiring plant facilities and inventories of 
the Phoenix Iron Works Corp. and the Phoenix Bridge Corp. 

(2) That after mortgages and closing papers on the Phoenix plants are ready 
for execution, $1,900,000 shall be made available to complete the plant facilities 
program at Harrisburg, Pa. 

(3) Unconditional guaranty of Barium Steel Corp. (the parent) secured in 
part by first mortgage on plant facilities of the Sheffield, Ala., plant, subject 
to existing first lien now held by RFC. This mortgage shall be to the extent of 
$300,000. 

(4) Of the $825,000 contemplated sale of excess inventory and scrap metal, 
that $300,000 of funds realized from such sales shall be paid within 90 days on 
principal of outstanding indebtedness to this corporation in inverse order of 
maturity. 

(5) To existing payment schedule providing $40,000 monthly, plus interest, 
beginning in 9 months, with a 50-percent net-earnings clause, first effective for 
the vear ending December 31, 1950, shall be amended to provide for payment of 
$60,000 monthly, plus interest, beginning in 9 months, with a 50-percent net- 
earnings Clause, first effective the year ending December 31, 1950. 

H. B. Steere, Examiner. 


Subsequent to preparation of this report applicant advised that loan re- 
quested should be reduced to $1,650,000 as parent company will leave in the 
$250,000 down payment made on acquisition of plant. 

Review committee recommends.—Decline. 

G. P. Luce. 

J. C. Kirt. 
FRANK T. RONAN. 
T. E. Parks. 

R. G. RHETT. 

Senator Funpricnr. Mr. Steele, one other point, and I do not want 
to labor this, you said you had admiration for his business acumen. 
Here is a man without practically anything that was able to build up 
a big empire by borrowing and shuffling things around. 

What did you think was so ethical, what impressed you about his 
being so ethical that you felt constrained to refer to it in that report! 
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Mr. Sreetr. Well, he was very honest with me in what he was 
doing. 

Seater Fursricut. How was he honest with you? 

Mr. Sreexe. Well, he gave me everything that I asked for, and the 
whole thing was handled in a ver y ethical manner, I thought. 

Senator Forericur. How? Any borrower in seeking a loan, does 
he ever hold back in offering you all the courtesies? 

Mr. Sreetx. Oh, yes. You go to see a borrower sometimes and they 
will tell you the good things and you have to ferret out the bad. 

Senator Futpricnt. Did Mr. Sisto tell you the bad things? 

Mr. Streeter. No, he did not. There was not anything bad about 
it, in my opinion. 

Senator Fu.sricur. Mr. Steele, will you tell us in detail the cir- 
cumstances of your leaving the RFC and joining Mr. Rosenbaum’s 
firm ? 

Mr. Steere. I would be very glad to. 

Senator Futsrient. I hope you will go into it in detail, and yet it is 
getting late, and I do not want to delay too long. 

Mr. Steere. The sooner I can get away from here the better, too, 
being as nervous as I am. 

I had thought of leaving the RFC for 2 years. 

Senator Futsricnt. Two years? 

Mr. Sreece. That is right. The No. 1 reason was, when I left I was 
49 years old on October 9. My resignation was—— 

Senator Futsricut. What year? 

Mr. Steer. 1949. I was getting the top Government salary. 

Senator Futsricut, What is that? 

Mr. Steere. $10,300. I would have to stay there indefinitely with- 
out a raise until I could retire at the age of 62. Another feature in 
connection with my leaving was that anybody = at had traveled for the 
Government knows it costs you money, and it would cost me about 
$150 a month out of my own pocket to tr: nie for the Government, 
and I have a card in my pocket from the United Air Lines right now 
indicating a travel of over a half-million miles. So you can see what 
it cost me. 

No. 2 is that Mr. Ribenack had been after me for the past 2 years to 
leave the RFC and go with him. I would like to identify Mr. Ribe- 
nack a bit further, sir. Mr. Ribenack today is a man approximately 
80 years old. He is rather sensitive about his age, but the best I can 
figure he is 80. He was retired from the RFC after a considerable 
period of time, possibly 15 years, when he was Assistant Chief of the 
Loan Division, but he specialized primarily in lumber loans. 

He had previously been quite a lumber operator in Arkansas and a 
man of considerable means. Even when Mr. Ribenack was with the 
RFC he tried to have me transferred to his office, but that was vetoed. 

My contact with him became closer in the 2 years that he urged me 
to leave because we were neighbors. I was ‘dis spossessed ; someone 
sold the house that I was renting and I ended up in McLean Gardens, 
and he was a neighbor. A man of his age was a little afraid of his 
automobile and I was afraid to ride with him so I used to drive his 
automobile to work every morning, and we went fishing over the 
week ends, and 10 days before and up through Labor Day of 1949 my 
wife and I were the guests of Mr. and Mrs. Ribenack and his daughter 
at Mattapoisett, Mass., on Cape Cod. 
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It was then that he sold me a bill of goods. As a matter of fact, 
the man treated me more like a son. He had noson. He was repre- 
senting a good many lumber companies at that time and he talked 
me into it. 

Senator Futsrient. That was September 1949 ? 

Mr. Sreeve. That was in September 1949, but his urging had been 
prior to that. 

Senator Futsricur. When did you run into Mr. Dudley and Mr. 
Casey? You heard them testify about meeting you. 

Mr. Sreete. That is right. 

Senator Futsrigut. When was that? 

Mr. Streets. Well, it was after I had recommended the first loan for 
$5,300,000 with additional collateral. 

Senator Futsrigur. About when was it? 

Mr. Sreete. Well, I would say it was around between the 20th, the 
25th, 26th, or 27th of May, I believe. 

Senator Futericnur. Of May? May 1949? 

Mr. Streeter. I believe so, it was just a week or so before the loan 
was approved. 

Senator Futsricur. Before the loan was approved ? 

Mr. Sreete. That is right. 

Senator Furerient. The first loan? 

Mr. Sreere. The first loan. 

Senator Futsrient. The first loan. 

They met you coming out, I believe, of the RFC, you said. 

Mr. Streetz. Are you talking about when did I meet them to dis- 
cuss employment ? 

Senator Futsricur. Yes. 

Mr. Streeter. Oh, I beg your pardon. 

Senator Futerieur. When was that? 

Mr. Streeter. That was after I had resigned. 

Senator Futsrient. When did you resign / 

Mr. Streeter. I turned in my resignation on the 10th of October, 
effective the 14th, and you read, Senator, a certified letter from Mr. 
Hise, which part of it I agree with and part of it I heartily disagree 
with. 

He stated as of—and you said this was a very important point— 
he stated that as of October 11 that he did not know that I was going 
to work for the Rosenbaum firm, I mean Casey, Dudley, and Rosen- 
baum. That is absolutely so. He did not know. However, in con- 
nection with that letter, just one word, we did call on Mr. Hise and 
had his blessings. 

Senator Futsrieut. Who did? 

Mr. Sreete. Mr. Dudley and myself. 

Senator Futerieur. Had his blessings for what ? 

Mr. Sreete. For good luck. 

Senator Futsricut. Not for employment with the Rosenbaum firm: 
is that right ? 

Mr. Srerte. Yes, yes: very definitely. 

Senator Futsricur. I do not follow’ you. 

Mr. Sreete. I said yes: yes, sir. 

Senator Furarient. You did tell him you were going to be em- 
ployed by the Rosenbaum firm ? 

Mr. Sreete. That is right. 
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Senator Futsrigutr. And do vou feel Mr. Hise was wrong in saying 
he knew nothing about your employment by Rosenbaum’s firm / 

Mr. STee.e. ‘Absolutely ; definitely. 

Senator Futsricnr. You feel certain about that ? 

Mr. Sreeve. Oh, well, I think every director in the Corporation 
knew it. 

Senator Futsrieut. Let us be a little more certain about the time 
vou first discussed employment with Mr. Casey and Mr. Dudley. 
You say that was after you resigned ¢ 

Mr. Sreeve. That is right. That was after I had submitted my 
letter of resignation. 

Senator Futsrieur. On the 10th ? 

Mr. Sreete. Well, it was not the 10th that I talked to them, it was 
a few days later. 

Senator Futsricur. Between the 10th and the 14th ’ 

Mr. Sreeve. That is right. 

Senator Futsrigur. There was some difficulty in placing it. ILow- 
ever, | gather from that testimony— 

Mr. Sreete. I gathered that from hearing this testimony a little 
while ago it made me look kind of bad, I thought. 

Senator Futsricur. I thought so, too. 

Mr. Sreeve. Yes; it did. 

Senator Futsriegutr. Well, I am glad to have you straighten it out. 

Mr. Sreetr. Mr. Hise has already straightened it out for you in 
his letter. 

Senator Futsrigur. Why did you require a $5,000 down payment ? 

Mr. Sreeir. Well, I was negotiating. 

Senator Futsrigur. What is that? 

Mr. STEELE. I was negotiating with them 7 

Senator Futsricur. What were you negotiating / 

Mr. Sreeve. Well, here was the situation: I quit to go to work 

partner, 50-50, with Mr. Ribenack. And when I went over 
there they gave me—they told me they had a number of cases. I 
naturally did not want to be tied up completely. That was not the 
reason I quit. The $15,000 a year they paid me, I was behind the 
eight ball with what I was getting and paying office expenses and a 
stenographer and supplies and incidentals, so I was not going to take 
a losing proposition. So ] wanted to get sort of a vote of confidence 
and let us see how these fellows are talking. Then I asked for $5,000, 
and I got it. which was 4 months’ pay. 

Senator Futsrieur. Did you ask them for employment or did they 
propose to you that you come with them ¢ 

Mr. Sreete. I heard them testify just now that I asked them for 
the employment. Iam not certain, but I had resigned from the RFC, 
and I was out looking for business and I may have. I know I had 
asked some other attorneys for it, and I was gunning for business. 

Senator Fursriaut. How do you explain the division of pay? 
Why did not the Rosenbaum firm pay you the whole $15,000 ¢ 

Mr. Sreete. That I cannot answer. 

Senator Futsrieur. Was there anything said about the division of 
this? 

Mr. Sreeve. As.a matter of fact—this is honest, you will not be- 
lieve it, I do not think, because it sounds ridiculous—but I told Mr. 
Casey the other day, I said, “Do you know, it wasn’t until 3 or 4 
months ago that I knew you were paying any part of my salary.” 
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Senator Futsrient. That you knew who? 

Mr. Sreete. That Mr. Casey was. 

Senator Futsriaut. You did not know that? 

Mr. Sreeie. No; I did not. 

Senator Futsricut. Whodid you think was paying it? 

Mr. Sreex. I thought the Rosenbaum firm was paying it. 

Senator Fursricnt. And what was the nature of the check you 

rec cei ed? 

Mr. Sreete. From Rosenbaum. 

Senator Futsrient. All of it? 

Mr. Sreere. All of it. 

Senator Futsricur. You never received a check from Casey ? 

Mr. Streete. Never a dime; no, sir. 

Senator Futsrient. Nor from Dudley? 

Mr. Steere. No. 

Senator Futsrient. You were paid so much a month? 

Mr. Streetz. That is right. 

Senator Futsricutr. What is that, $15,000? 

Mr. STeELx. $1,250 a month. 

Senator Futsricur. How much? 

Mr. STEELE. $1,250. 

Senator Futsricur. And it all came from the Rosenbaum firm? 

Mr. Sreetz. That is right. 

Senator Futsricnutr. And you did not know about this? 

Mr. Sreete. I certainly did not know about that deal; no, sir. 

Senator Futsrient, Did Mr. Casey ever call upon you for services ? 

Mr. Streeter. Yes; he did, and on one occasion I asked him what 
I was going to get out of it, and he looked at me kind of peculiar like 
I wascrazy. Then I figured something was wrong. 

Senator Futsricut. What is that? 

Mr. Sreete. I figured something was wrong then that I did not 
know that he was—— 

Senator Futsricut. When was that, recently ? 

Mr. Sreete. Well, I do not recall; within the past 6 months. 

Senator Futsricutr. Six months? 

Mr. Steere. About 6 months ago. 

Senator Futsricnr., You thought there was something wrong. 
What did you do to clarify that matter ? 

Mr. Sreexe. I did not do anything. I did not care who paid me. 

Senator Fuxsricur. You just did not ask any more questions? 

Mr. Sreete. No, sir. 

Senator Futsricut. Are you still being paid ? 

Mr. Sreeze. Yes, sir; that is right. 

Senator Futsricur. How long did this agreement last ? 

Mr. Streeter. I have no agreement. I have no contract Senator. 

Senator Futsricut. I mean, did you not understand it was to go 
on for a certain time? 

Mr. Streetz. I did not know how long it would go on. It was just 
a gentleman’s agreement. I suppose when they got tired of me out 
I would go. But I had quit anyhow. 

Senator Futericur. 1 understood you expected this to go on for 
5 years; is that correct? 

‘Mr. Steere. I had hoped it would go on longer than that. 

Senator Futsrienr. I say, at least 3 years. 

Mr. Streetz. I had hoped so. 
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Senator Futsrieut. Have you not expressed your thought ! 

Mr. Sreexe. Yes; I asked them for a contract, but they “would not 
give it to me. 

Senator Fursricutr. They would not? 

Mr. Sreete. No, sir. 

Senator Bennerr. You are a partner of Mr. Ribenack ‘ 

Mr. Steere. That is correct, sir. 

Senator Bennerr. Did this $1,250 a month go into the partnership 
fund ¢ 

Mr. Sreete. That is right, sir. 

Senator Bennett. So they really have an arrangement with Riben- 
ack & Steele. 

Mr. Sreetz. Well, I do not think they were particularly interested 
in Mr. Ribenack. I think that they were interested in me. How- 
ever, my arrangement with Mr. Ribenack was that it went into 
the pot, and we jointly paid the expenses and we took a drawing 
account whenever we needed some money from the firm. 

Senator Carenart. Do you have any other account, such as the 
arrangement you have with Rosenbaum ? 

Mr. Steete. Well, yes; we have a good many accounts. 

Sen: itor Carenartr. Who are they with? 

Mr. Streetz. Well, Mr. Ribenack had a lot of accounts. I worked 
the Albemarle Paper Co., at Richmond, which was an RFC loan, and 
I lost money on it because the RFC would not give me the fee that 
I had asked for. 

Senator Carenart. What attorney were you representing in that 
loan ¢ 

Mr. Sreete. I was representing no attorney. I was on my own on 
that one. That was Ribenack & Steele. 

Senator Futsrient, Are you an attorney? 

Mr. Sreete. No, sir. 

Senator Futpricur. Is Ribenack ? 

Mr. Sreetz. No, sir. 

Senator Carprnartr. What other attorneys, under the same situa- 
tion, do you have an account with ? 

Mr. Sreere. Really nothing that would materialize very much 
through attorneys. I have had attorneys call me and had a number 
of applications that had been forwarded by other attorneys in other 
cities and have me look at them and always wanted me to take them 
on a contingency basis. 

Senator Futsricur. Are you still working for Mr. Rosenbaum? 

Mr. Sreete. Yes. 

Senator Futpriecut. You are still on the same basis right along? 

Mr. Steere. I hope so. 

Senator Fursricut. Was your daughter working for Mr. Young 
when you were with RFC? 

Mr. Sreete. That is right. 

Senator Futsricut. When did she work for Mr. Young? 

Mr. Sreete. Well, my daughter—and that is another reason why 
I thought I could take a chance in private enterprise—I was relieved of 
about $2,500 a year for her schooling expense. She graduated with 
honors at Cornell on June 13, 1949, and she w anted to go to work 
along the line that she had studied—textiles. She took 


a home-eco- 
nomies course plus a journalism course. 
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Senator Futsrient. When did she go to work for Young? 

Mr. Sreete. Well, I was just getting ready to tell you that. So she 
asked me if I could help her get a job in the Government. So, knowing 
that Mr. Young was over at - the Democratic National Committee and 
knowing Mr. Young very well, I took her over there, introduced her 
and asked him if he could give her a lead as to where she could get 
in some textile business of the Government. She finally ended up at 
a dead end out here at Beltsville where they had no appropriations, 
but they would like to have had her very much. So I went out of 
town; and, when I came back, apparently Mr. Young had called her 
and asked her if she would like to work for him, and she took the 
position. 

Senator Futsrient. When was that? 

Mr. Streeter. That was, I think, in the latter part of June, or the 
ist of July. 

Senator Futsricut. In 1949 she went to work for Mr. Young? 

Mr. Sree.e. That is right. 

Senator Futsrigutr. When did she go to work for Mr. Rosenbaum ‘ 

Mr. Sreeve. I do not know exactly, but Mr. Young was out of town 
a good bit, and as I understar am just taking a stab at this; 
maybe Mr. Rosenbaum can tell you—but Mr. Young asked Mr. Rosen- 
baum if he could use her in the office until he came back, and he 
expected to be gone 2 or 3 weeks, and my daughter liked it so well over 
there that she asked if she could stay. 

Senator Futsricur. When was that? 

Mr. Sreeve. I do not know, sir. 

Senator Futsrieut. About when ? 

Mr. Sree.e. Well, it is just purely a guess. I would say, oh, July 
1950, or August, something like that. 

Senator Funsrieut. Last summer? Have you thought of the ocea- 
sion when Mr. Casey said something to you that made you wonder 
about why he was calling upon you for your assistance? When was 
that? 

Mr. Srrece. You mean when Mr. Casey called me in his office? 

Senator Futsricnr. Yes. And you thought it was very odd and 
you asked him what did you get out of it, and he looked very funny. 
When was that? 

Mr. Srrete. Well, I would say about 6 months ago. 

Senator Futsricnr. Can you tie it down to something specific ¢ 

Mr. Sreexe. I do not think I can, because I do not know, sir. 

Senator Fuvsricut. What was the subject matter of that discussion ? 

Mr. Sreee. Well, there were some people from Texas that wanted 
to finance a rice outfit, and after I looked over what they had I told 
them, “Well, you will have to have more than this before anybody 
can tell you which way you can go.” 

Senator Futsrieut. Was this an RFC loan? 

Mr. Streeter. It was a proposed RFC loan. 

Senator Futsricnt. In Texas? 

Mr. Sreee. It did not materialize, I do not think. 

Senator Futsrient. What did he ask you to do about it ? 

Mr. Sreeitr. Well, he asked me to look it over, as a financial con- 
sultant, and advise him just about how the best way to prepare this. 





Senator Futsricnt. Did you ask him then what was in it for you? 
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Mr. Sreete. Yes. I asked him how we were going to get along in 
the thing, and he looked at me rather peculiarly. 

Senator Fu.sricut. He did not say that he was paying you? 

Mr. Steere. No. 

Senator Futsrieut. Is that the only time he had ever approached 

you to do anything for him ? 
* Mr. Steer. No, sir. He approached me not long ago to work up 
an application for a $100,000 loan—the loan he made reference to— 
he said it was the only ayer that he had had with the RFC since Mr. 
Rowe had been there. I do not remember the name of it, but I did 
prepare that application and told him what information would be 
necessary. 

Senator Fu.tsrieut. Did you ask him for a fee then? 

Mr. Srreve. No, sir. 

Senator Careuarr. Did he pay you anything? 

Mr. Sreetr. No. [I knew then—this has only been a few months 
ago—lI knew then where I stood. 

Senator Carenarr. How long ago was this? 

Mr. Sreevx. I would state a few months ago. 

Senator Capenartr. A couple of months ago? 

Mr. Sreece. Two or three months ago. 

Senator Caprnart. Mr. Casey testified not long ago that 90 days 
ago or longer—I do not know which it was—that he discontinued 
paying you. 

Mr. Srrerix. How is that? 

Senator Carenart. Mr. Casey testified this afternoon or this morn- 
ing, I think, that 90 days ago or maybe a little longer he discontinued 
paying any of your salary. 

Mr. Streeter. How would I know that? I was getting my check from 
Rosenbaum. 

Senator Cargruart. | do not know, but I am just saying 

Mr. Sreex: I did not know he has. 

Senator Carenartr. Did you not say 2 months ago he used your 
services ¢ 

Mr. Sreeve. I may be wrong. ‘Two or three months ago. 

Senator Capenarr. How much work did you do for the Rosen- 
baums ?¢ 

Mr. Sreere. I did plenty. 

Senator Carpenart. How many cases, would you say ? 

Mr. STReLe. [ would say I worked on every case that they had that 
went to the RFC; some were withdrawn. After I told them you could 
not work it out, they would forget it. 

Senator Carpenartr. What cases are you working on at the moment ? 

Mr. Sreete. None. It is dried up, and so is my ‘business. 

Senator Futsricur. Mr. Steele, when you left the RFC, did you 
have any terminal leave? 

Mr. Srreeze. Yes, sir. 

Senator Futsrignt. Do you recall how much‘ 

Mr. Sreeve. I had about $3,000 worth. 

Senator Futsrigutr. Did Casey and Dudley know you had about 
$3,000 worth? 

Mr. Sreeie. No. 

Senator Fu.srieut. They gave you $5,000 to equip your office; did 
they not ? 
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Mr. Sreete. I did not say I needed it to equip my office. 
Senator Futsrieut. They said you did. They testified that is why 

they gave you the $5,000, to get you started in your office. 
aeane I had a right to negotiate 


Mr. Sreete. To set me up in 
with those perees. 

Senator Futsrieut. Why, sure. 

Senator Carenart. They ought to have put it on that basis. 

Mr. Sreevze. Well, maybe I did say I wanted office furniture. I do 
not know. But anyhow I had a right to negotiate the way I wanted to. 

Senator Futsrieut. That is all, I believe, Mr. Steele. 

Mr. Willett, will you come forward, please. 

Mr. Sreete. Mr. Chairman, may I introduce a telegram? 

Senator Fupriegut. Yes, sir. 

Mr. Sreee. I do not know if you care to have me read it. 

Senator Funsrient. Give it to the reporter, but identify it first. 

Mr. Sreeve. This is from Mr. Ribenack, whom I hope will live the 
week out. He is sick in Winter Park, Fla., and he states here that he 
was solely responsible for my leaving the RFC, and why. 

Senator Fursricur. All right, it may be put in the record at this 
point. 

(The telegram referred to follows :) 

H. B. STEELE, 
20389 Huidekoper Place, NW.: 

I understand you have been requested to appear before the Fulbright com- 
mittee. In its interim report the committee implied you resigned from the RFC 
as a result of an offer of employment from the attorneys representing the Central 
Iron & Steel Co. This implication is not warranted by the facts. 

I retired from the RFC about 4 years ago by reason of age. Thereafter I 
became the Washington representative for a number of paper and lumber com- 
panies. Having known you and your outstanding ability for over 10 years, I 
urged you on many occasions over a period of 2 years to resign from the RFC 
and become my business associate. 

My efforts continued until you resigned October 1949 and then became asso- 
ciated with me under the firm name of Ribenack & Steele. 

I believe I was solely responsible for persuading you to resign from Govern 
ment service, and in so doing I acted solely on my own behalf. 

If I were well enough to appear in person, I would be glad to make this 
statement in person. 

WittraM C. RIBENACK. 

Senator Fursrieur. Thank you, Mr. Steele. 

Mr. Willett, please. 

I believe you have already been sworn. 

Mr. Witterr. Yes, sir. 


TESTIMONY OF WILLIAM E. WILLETT, DIRECTOR, 
RECONSTRUCTION FINANCE CORPORATION—Resumed 


Senator Fursrientr. Mr. Willett, on February 22 you told the sub- 
committee that you brought about the substitution of Mr. Steele for 
Mr. Brodie on the loan application of Central Iron & Steel Co., and 
that that was an unusual thing to do. 

Will you please tell us now why you brought about this substitution ? 

Mr. Witxetr. Yes, sir. Either the first, second, or third time that 
Mr. Dudley and Mr. Casey came in to see me with Mr. Eberstadt, Mr. 
Eberstadt said he was in a sense getting a run-around from our Phila- 
delphia agency and the Washington office. I had previously talked to 
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Mr. Brodie and Mr. Ronan. He told me that they were not giving him 
the proper consideration. 

Senator Futsricur. Who told you that? 

Mr. Wiiuerr. Mr. Eberstadt. 

Senator Fusricur. Said that who was not giving 

Mr. Wiuterr. Mr. Brodie and Mr. Ronan in the Philadelphia 
office. As a matter of fact, he said the Philadelphia examiner, or 
engineer examiner, spend only a short time in his plant. 

I had previously inquired who had the loans. Mr. Brodie was not 
a steel examiner. Mr. Steele and Mr. Williams were. 

Senator Fu.srientr. Mr. Willett, was not the question primarily one 
of management rather than steel ? 

Mr. Witterr. Sir? 

Senator Futsrieur. Was not the question invloved in this applica- 
tion one of management rather than of steel ? 

Mr. Wier. That was a very unfavorable factor ; that is right. 

Senator Fu.srieur. It was probably the most important one from 
the point of view of this Philadelphia agency; was it not? They 
stressed it quite a lot; did they not? 

Mr. Wiutterr. They did. 

Senator Fuisriegur. Did you think Mr. Steele was better able to 
judge that than Mr. Brodie? 

Mr. Witterr. I thought he was; yes, sir. 

Senator Futsricur. Why? 

Mr. Witter. Because he knew more about steel claims than Mr. 
Brodie, and steel management. 

Senator Futsricut. What? 

Mr. Witterr. And steel management. Mr. Steele did an excellent 
job for us on the Kaiser Steel loan. When the Kaiser Steel loan was 
first made—long after it was first made and after it was reorganized— 
we thought we had a $30 million loss in the Kaiser Steel loan. I gave 
Mr. Steele credit for a lot, very much credit for working that loan out. 

Senator Bennerr. You say you gave him credit for working the 
loan out. Do you mean he assisted in the collection of it? 

Mr. Witterr. Yes, sir. He handled that loan entirely. It was 
afterward assigned to him. In the beginning he did not have it. 

Senator Benner. Did the examiners collect loans / 

Mr. Witerr. They handled the administration of the loans, yes, 
sir. 

Senator Bennett. I thought we were considering Mr. Steele be- 

cause he was an authority on the process of making steel; and, there- 
fore, his judgment was valuable in making loans. But you say you 
gave him credit for collecting the loan. 

Mr. Wituerr. Mr. Steele worked on loans, working loans up, and 
also in collecting loans, Senator. 

Senator FutsrieHr. The only reason you have for assigning Mr. 
Steele was because he handled the Kaiser Steel loan; is that right? 

Mr. Witter. That is right; yes, sir. 

Senator Futsricut. Why did you not put him on in the first place? 

Mr. Wittert. I had nothing to do with it in the first place. 

Senator Fu.sricur. Do you ordinarily have anything to do with 
the assignment of examiners ? 

Mr. Wiuttetr. No, sir. 
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Senator Futsrieur. This was a rather unusual case; was it not / 

Mr. Witterr. To a certain extent it was unusual, Senator. It was 
more unusual for people to complain about not getting proper atten- 
tion for their loans. = 

Senator Futsrient. Do you know of a similar instance in which you 
changed examiners under circumstances similar to this? 

Mr. Witierr. We have had similar cases with the so-called auto- 
matic declines, that we have turned them over to other examiners, and 
loans had been worked out; yes, sir. 

Senator Futsrieut. Will you name one? 

Mr. Witterr. Well, I can’t give you the name of the company, but 
not very long ago a certain Senator called me and said that a loan in 
his community had been declined, an automatic decline. I called on 
one of the examiners and the engineer and sent them down and they 
worked the loan out. I can get the name of it for you. I don’t re- 
member the name now. 

Senator Futsricntr. This case is one in which automatic decline 
did not occur. 

Mr. Witterr. But you said it would have been an automatic decline 
if we had not turned it over to him. 

Senator Futsricut. It did not occur here. You changed the exam- 
iner in order to prevent automatic decline occurring; did you not 4 

Mr. Witterr. Yes, sir. I will give you another case—— 

Senator Futsrigur. Do you wish to put into the record the case you 
mentioned? It does not seem to me to be on all fours, but if you think 
it is 

Mr. Witierr. Not unless you want to. 

Senator Futsrienr. If it is pertinent, I would like it, where you 
have altered the usual procedural policy under similar circumstances. 

Mr. Witterr. All right, here is another case: On March 5, 1951, we 
had an automatic decline to a company named Dunham & Stevens Co. 
of Pollock, La., for $350,000, which was an automatic decline. 

Senator Futsrienr. I want to make this point: You reconsider 
loans that have been declined; do you not? 

Mr. Wiierr. Oh, yes. 

Senator Fu.sricnt. But I am talking about the substitution of 
eXaminers in order to prevent automatic decline. 

Mr. Wuterr. Oh, no; I was not talking about that. 

Senator Futsricnt. That is what happened in this case; is it not? 
I mean the case of the Central Iron & Steel Co. 

Mr. Wiuterr. That is right. 

Senator Futsrigut. So, I want to know if you can tell us of another 
vase like this case. 

Mr. Witterr. No; I cannot tell you of any other, but I would do it 
anytime anybody complained about it, Senator, and I think any other 
Director would. ; 

Senator Fursricur. There are several other RFC members here. 
I wonder if any of the others could tell us something of a case similar 
to this case. 

Mr. Witterr. Let me tell you of the Kaiser Steel Co. loan. In 1942 
or-——- 

Senator Futsricut. This committee has been over that loan, and 
I do not quite see that it has anything to do with this loan, even in a 
remote way. 
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Mr. Wiuttetr. This has something to do with it because Sam Hus- 
bands, one of the Directors of RFC at that time, in either 1943 or 
1944, sent me out on the Kaiser Steel Co. loan and on the Permanente 
Co. loan. Previously I had not handled the loan. I could not tell 
you who did baniile” it, but they were in for additional money, and 

Sam Husbands sent me out to make the investigation. 

Mr. Ronan. Senator, may I say this: I think it is normal for a 
Director when an applicant complains—he talked to Brodie and 
myself. 

Senator Futsrieut. Will you identify yourself ? 


TESTIMONY OF FRANK RONAN, CHIEF, DIVISION OF LOANS, 
RECONSTRUCTION FINANCE CORPORATION 


Mr. Ronan. I am Frank Ronan, now Chief of the Division of Loans 
of the RFC. 

Senator Futsricur. Were you not with the review committee ? 

Mr. Ronan. I have been transferred over to this other Division. 

Senator Futsricgut. Were you transferred at your own request 

Mr. Ronan. No; I was transferred at the request, I suppose, of 
the Directors, but I thought it was a compliment, Senator, because 
they did need somebody over there to help. 

Mr. Witxerr. Excuse me just a moment—at the request of Mr. 
Dodds. We needed one of the best men we had in the Corporation 
to handle that particular Division. Mr. Dodds, I believe, was the 
one that recommended to the Board that Mr. Ronan go over there. 
Mr. Dodds talked it over with me. I think Mr. Ronan, with all due 
respect 

Senator Fursrighr. Mr. Ronan, we know that the RFC recon- 
siders loans that have been turned down. Are you going to tell us 
of a case in which the examiner was changed in order to prevent 
automatic decline? 

Mr. Ronan. No, Senator; I do not think that was actually the 
way it worked. It was to prevent—these people got in there about 
the time Brodie was finished with the report. They got into the 
discussion with Brodie and I, and naturally discussed it with us, 
probably. They did feel, or they could at least see, that we were 
not very favorable and they complained. 

Senator Fursrient. Is it not a fact that Mr. Brodie had already 
written up the report with an unfavorable recommendation, but he 
had not yet filed the report ? 

Mr. Ronan. That is right. 

Senator Fu.pricur. And you all do that. Is it customary for you 
to advise an applicant each step along the line? 

Mr. Ronan. Oh, no. 

Senator Futsricur. Do you always tell the applicant just before 
the examiner files his unfavorable report that it is going to be un- 
favorable? 


Mr. Ronan. Oh, no. 

Senator Fuisrighr. How did Mr. Eberstadt know that this was 
going to be unfavorable ? 

Mr. Ronan. It is only from our comments and discussions. What 
we were trying to find out was if we could get more equity money in 
there, Senator, and determine whether there was a possible way of 
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making a loan here. And in that discussion I don’t believe they can 
help but know that our recommendation might be unfavorable, 
although we don’t tell them. 

Now, in that case, when they complained to Mr. Willett that they 
were not receiving fair treatment—they thought they were not re- 
ceiving fair treatment in Philadelphia—I might not agree with them. 
We might send somebody else up there to convince them that we were 
interested that they get fair treatment. 

Senator Fu.sricut. They did not convince the Review Committee 
that this was a good loan on the basis on which it was granted; did 
they ? ; 

Mr. Ronan. That is right. 

Senator Futsricnr. Were you on the Review Committee at that 
time # 

Mr. Ronan. Yes, sir. 

Senator Fuisrient. Did you think from the record that this was 
a highly ethical management with unusual business acumen ? 

Mr. Ronan. No; I don’t think we did, Senator. 

Senator Futsrientr. Do you think so now? 

Mr. Ronan. No. I think with our suggestion in there we would 
have had good management; anybody that put in $2,000,000 probably 
would have helped us on that score. 

Senator Futsricur. At your suggestion you would have kicked out 
the management because you wanted a voting trust that would give 
you control of the management. Is not that, in effect, what you were 
suggesting ? 

Mr. Ronan. Well, either way, voting trust or management agree- 
ment. We could do it either way. 

Senator Futsrieur. It was a voting trust excluding Sisto and Eber- 
stadt; was it not? That is what you recommended ? 

Mr. Ronan. I think that is the suggestion by the agency examiner, 
Mr. Jantzen. 

Senator Futsrient. Let us come back, then, to Mr. Willett. 


TESTIMONY OF WILLIAM E. WILLETT, DIRECTOR, RECONSTRUC- 
TION FINANCE CORPORATION—Resumed 


Senator Futsricnt. What did you tell Mr. Steele when you as- 
signed it to him? Did you tell him you would like for him to find a 
way to put through this loan? 

Mr. Wituerr. No, sir. 

Senator Futsrieut. What did you tell him? 

Mr. Wiutetr. I told Mr. Steele to go up and seen if he could work 
out a loan. We sent Mr. Hood, who was an engineer, a steel engi- 
neer, up 

Senator Fu.spricnt. What is the difference? You said you told 
him to go up and see if he could work out a loan. 

Mr. Witxietr. Well, there is a lot of difference, Senator. We never 
tell our examiners 








Senator Futsricnt. Why were you particularly interested in this 
loan ? 

Mr. Wuterr. I was not particularly interested in this loan. I had 
known Mr. Casey a long time. Mr. Casey was a very reputable attor- 
ney and so is Mr. Dudley, in my opinion. I believe Mr. Eberstadt 
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Senator Fuisricnt. Had Mr. Casey and Mr. Dudley appealed to 
you for your services? 

Mr. Wuuerr. No, sir. 

Senator Futsricnr. Did they come in to see you about it? 

Mr. Wittetr. They had been in to see me; yes, sir. 

Senator Futsricut. I want to place in the record at this point the 
report of Examiner G. W. Brodie. This is a report which bears the 
date “April 13, 1949.” I believe it has only two pages. Can you 
supply that for the record, Mr. Willett ? 

Mr. Wiuuettr. Yes, sir. 

(The report referred to follows :) 


OFFICE OF LOANS, BUSINESS LOAN BRANCH (New LOAN)—PHILADELPHIA AGENCY 


CENTRAL IRON & STEEL CO., HARRISBURG, PA. 


Business.—Manufacture and sale carbon and alloy steel plates, forging grade 
plates, other type plates, prefabricated plate parts. 

Loan applied for.—$5,300,000. 

Participation.—None. 

Date of application.—March 14, 1949. 

Received in Washington.—April 13, 1949. 

Pstablished.—1853. 

Vaturity requested.—11 years. 

Purpose.— 


To pay cost of— Requested 
ns nace cies pieancnn or ae-gtiesicows ooemasienmamen! apg A ae 
a nn ctacedeioetsaiwabatmidemestnanasemes . Lp eee 
Serene NON em meemmaemene aaien 350, 000 


Complete facilities, No. 2 mill 200, 000 


New furnace, Universal Mill_.....________- aoesee vs 250, 000 
Teen nn nnn genus as luwbiuiamehabtbipeanee 


4 664, 511 

5, 300, 000 
Recommendations.— 

Agency manager: Decline. 

Review committee: None. 

Agency advisory committee: Decline. 

Agency review committee: Decline. 

Agency examiner: Decline. 

Small business division : Not considered. 

Washington examiner: Decline. 


Collateral offered for new loan— 


[000 omitted] 


Cine Net book A] Loar 
i cy iu 
Now owned: Real estate, buildings, machinery, and 
equipment { $7, 716 $4, 245 $4, 245 $2, 000 
To be acquired: Buildings, machinery, and equipment 4,635 » 4, 635 2, 30K 
Total. paar at a a. 12, R51 s ASD 4, 30 


Guaranties—Barium Steel Corp., parent (N. W.) approximately $7,400,000. 
Condensed balance sheet (as of Feb. 28, 1949)— 


[000 omitted] 


Oe EE hae main Ben _._ $4,099 
> ical ee hte eicics ees | MaRS alton 68 
Ree a te Se beak ta PE lr i ccicikn le eins i ‘ . 5, 803 

9, 970 | 9, 970 


W. C. after $1,310. 
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Condensed earnings statement— 
[000 omitted] 


Current year 
1947 1948 to 
| Mar. 31, 1949 









} 
Net sales $18, 934 $26, 925 | (1) 
Net profits (after taxes and depreciation) Ba 729 1, 786 $625 
Depreciation : s | 102 140 | 67 


1 Not reported. 











Comments on management.—Company owned 100 percent by Barium Stee! 
Corp., a holding and management company, which, in addition to applicant, 
wholly owns or controls directly or through subsidiaries some 15 other compu 
nies. The predominant principals of Barium are J. A. Sisto and Rudolph Eber 
stadt, who are directors and on executive committee of applicant. J. A. Sisto 
has had a varied financial career, the firm of which he was partner being peti 
tioned into bankruptcy in 1980. Settlement of liabilities was made on basis of 
50 percent cash and an undetermined amount from liquidation of slow assets 
Sisto was also expelled from membership in the New York Stock Exchange in 
1938 for violation of its rules. Rudolph Eberstadt is also of the promoter type 
The corporation has had some experience with him in connection with applica 
tions of Jacobs Aircraft Engine Co., Pottstown, Pa. The withdrawals of Sisto 
and Eberstadt from applicant alone amounted to $50,246 each in 1948. 

Others connected with management who have been with applicant for some 
years and have demonstrated ability are the president, B. M. Graham; the vice 
president, A. B. Eck; the secretary and treasurer, J. E. Jones, whose respective 
withdrawals in 1948 were $57,021, $48,605, $48,021. The general manager of 
operations and the general sales manager also drew compensation of $48,021 
and $47,396 in 1948. 

Comments of Washington eraminer—The applicant was formed in 1946 by 
Barium Steel to succeed a business which had a long and successful record 
Acquisition by Barium appears to be in accordance with a policy to pay pur- 
chase price from proceeds of loans from a financial company and then to repay 
the finance company with money it borrows (takes) from the business so acquired 
In case of applicant, agency reports that in the 2 years and 9 months ende:l 
January 31, 1949, Barium borrowed $1,976,000 from applicant, paid the large 
salaries to Barium officials indicated under “Management,” charged applicant a 
service fee of $3,000 per month, took commissions of $591,000 in 1948 on certain 
sales, and commissions of $173,000 in January 1949, all of which items are equa! 
to about 200 percent of Barium’s cash outlay to acquire the business. To offset 
and wipe out a sizabie percentage of the amount due applicant from the parent 
Barium, applicant declared in January of this year a dividend of $1,590,000 just 
2 months prior to the filing of this application. 

Disregarding present ownership and its financial practices, the applicant has 
had a good record of operations. Despite this, however, its financial condition 
has deteriorated since acquisition by Barium. Further, of its present net worth 
represented as $5,803,000, $1,745,000 is accounted for by surplus resulting from 
revaluation of capital stock by Barium at time of acquisition. If loan were 
granted, total debt would be substantially disproportionate to net worth. The 
value of the collateral offered, accepting agency’s appraisal, is not sufficient to 
reasonably assure repayment of the loan. 

Recommendation of Washington eraminer.—Decline. 
































G. W. Bropie, Examiner. 

Senator Futsrieut. Did you ever read it, Mr. Willett / 

Mr. Witterr. No, sir. 

Senator Futsricutr. What was the status of Mr. Brodie’s report of 
April 13, between that date and the date he was removed from the 
assignment ¢ 

Mr. Wittertr. As to that, I don’t know, sir. 

Senator Futsrieur. Did you know that it was unfavorable. althoug!t 
you had not read it? 
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Mr. Witterr. Mr. Brodie told me that he would not 
it. 

Senator Futsrient. Mr. Brodie told you? 

Mr. Witterr. That is right. 

Senator Futsrieur. Well, it was fairly clear—but even with Mr. 
Ronan’s assistance you cannot think of an occasion quite on all fours 
with this one: is that correct 

Mr. Witterr. That is correct, sir. 

Senator Futsrient. So it is probable that there has never been one 
quite like it, or between you, you would think of one. 
think so? 

Mr. Wutetr. I think so. 

Senator Funsrientr. Did you say that Mr. Dudley or Mr. Casey 
never asked you to expedite the loan? 

Mr. Wiuerr. No, sir; I did not say that. 

Senator Futsricut. Did they or did the *y not? 

Mr. Wuxerr. I don’t know; they may have, s 


recommend 


Do you not 


‘: I don’t remember. 


TESTIMONY OF ROBERT W. DUDLEY, ATTORNEY, WASHINGTON, 
D. C.—Resumed 


Mr. Duptey. May I make a statement, Senator / 

Senator Futsrient. Mr. Dudley, yes. 

Mr. Duptey. I think that I did ask Mr. Willett sometime in April 
of 1949 to try to get the loan out of the Philadelphia agency because 
it had been up there for over a month. 

Senator Futsricut. For a month / 

Mr. Duprey. Yes; I think so. 

Senator Futsrigut. Was that an-unusually long time / 

Mr. Duprey. Well, I do not see why it should take any longer than 
that. Also I would like to make one other observation, if I may, 

Senator Futsricnr. Yes. 

Mr. Duptey. That is this—— 

Senator Fursrient. Did Mr. Willett promise to expedite the loan 
as the result of your request / 

Mr. Duprey. I think he said that. he would call; I don’t remember. 

Senator Futsrieur. Call Philadelphia and ask them about it 

Mr. Duprey. That s what I asked him to do. I do not recall the 
reply, but there is one thing I would like to point out. We are dis- 
cussing the question of management. I think that there are other 
people who must have had a favorable view of management besides 
Mr. Steele, because the review committee, I believe, recommended a 
loan of three million three. Now, in recommending any loan they 
would certainly put a favorable emphasis on quality of management, 
certainly they would be passing on it by implication and the fact 
that subsequently the loan was raised to four million seven would 
have only to do with price or quality or amount of the loan, and not 
to do with the element of management. It is the amount injected 
by the parent Barium Steel Corp. that seems to me would have very 
little to do with the quality of management. 

Senator Futsricur. Well, the first loan resolution required 2 mil- 
lion of new equity money, a requirement which you were able to have 
eliminated in the final analysis. 


sir. 
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Mr. Duptey. Yes, but what has that got to do, Senator, with man- 
agement? If the review committee recommended three they are cer- 
tainly putting a stamp of approval on Central’s management. 

Senator Fursricut. The effect of that equity capital requirement 

yas to reverse the action of management in taking 2 million out of 
C entral Iron—in effect it was requiring the return of that money. 

Mr. Duptey. We are talking about the competency of management 
to run a steel plant, not as to money taken out or put in. That is en- 
tirely a collateral question. 

Senator Bennerr. You think the fact this management milked it 
of $3,000,000 has no relation to their ability to run a plant ¢ 

Mr. Duptey. I am not commenting on that aspect. I said insofar 
as the RFC is concerned, when the review committee recommends a 
loan of three million three and the board recommends three million 
three, they are certainly putting a stamp of approval on the ability 
to run the plant and to be able to repay the loan. I do not think it 
has anything to do with the desirability or the undesirability of man- 
agement withdrawing funds to a parent corporation. That is en- 
tirely a separate question. 

Senator Futsrigut. Mr. Dudley, it does appear very clear that one 
of the principal reasons for their applying for a loan was the fact 
that Barium had taken the money out of the Central Iron & Steel 
prior to this time. 

Mr. Duprey. I don’t know. 

Senator Fursrienr. It appears that Central Tron was in fairly 
good shape and fairly profitable, and here they come along and take 
the money out and then come crying to RFC that “we need money to 
expand.” It seems to me wholly inconsistent, a wholly inconsistent 
position for a reasonably honest management to take. 

Mr. Duptey. Let me say this: I am not qualified to pass upon what 
the Barium Steel Corp. may have done between 1945 or 1946 or when- 
ever it was. 

Senator Futsricutr. There is no dispute about those facts, is there ? 

Mr. Duptey. Well, if you will let me continue, sir—I do not know 
the circumstances and facts relating to the withdrawal of funds from 
Central Iron & Steel. All I can say is this: I do not think they con- 
templated at the time this money was withdrawn any sort of an expan- 
sion program. 

Furthermore, when you have a wholly owned subsidiary the sub- 
sidiary is supposed to be used for the benefit of the parent. What is 
there wrong’ If you were the sole stockholder of a company, Senator 
Fulbright. why cannot you use that company as long as nobody owns 
one other share of stock except yourself? Why cannot you use and do 
with that company as you want? 

Senator Futsricnt. You can, so long as you do not try to use Gov- 
ernment money to effect this type of promotion. My only objection is 
that RFC money was used to replace what the parent had withdrawn. 

Mr. Duptry. Senator, the RFC money was not used in connection 
with the private promotion. They came in in March of 1949 to ask 
for a loan. They had taken out some money out of Central prior to 
that. But that was not, as I understand it, the fact immediately prior 
thereto. I would say that there would be something reprehensible 
if they had withdrawn cash funds 60 days prior to coming into—— 
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Senator Futsricut. Well, they followed that same procedure later. 
I think you will find that Sisto did that, if you will examine what he 
did with regard to the Phoenixville acquisition. They come along 
and make the contracts, having no money ; put themselves in a position 
to come to you to get more money to carry out another acquisition. 

Mr. Dupiey. We are talking, sir, of the relationship between Cen- 
tral and Barium. 

Senator Fu.sricur. I think what they have done is to draw the 
RFC, into a quiet promotion scheme, which because of the war, is very 
likely to pay out. The fact that it may pay out does not to me remove 
the objection to the way the loan was handled—not in the least. The 
loan is not justified by ‘the fact the war has come along and you have 
a black market in steel and you can sell it at any price you want and 
anywhere. That you can is evident from these other negotiations here 
which is sort of a sideline, in which Atlantic Basin took 2,500 tons. 

Mr. Dup ey. Senator, I do not know anything about that, but I 
merely wanted to make that one observation about the quality of man- 
agement and the fact that there was an inference on the part of the 
review committee in recommending it, that they would put their stamp 
of approval ¢ on the management item. 

Senator Bennervr. I would like to ask Mr. Dudley, did you talk with 
Mr. W illett at any time close to the time when the examiners were 
changed ¢ 

Mr. Duptey. I am sure I must have, sir. 

Senator BenNerr. ae you have any advance knowledge that this 
loan might be declined, or that Mr. Brodie’s recommendation was 
negative ¢ 

Mr. Dupiery. I had conferences, I am sure, with Mr. Brodie. I re- 
call distinctly one in which Mr. Eberstadt and I took part. I recall 
another in which Mr. Ronan took part, early in May, and there may 
have been others. It was my job, sir—and I want to make this pe r- 
fectly clear—to contact people in the RFC from the time a loan appli 
cation was filed in the agency until it got through to the Board. It 
was my job to try to bring out those facts that were most favorable to 
the loan applicant. That was my job, as I see it, as an attorney, and 
I have always done that to the best of my addin, “There are a lot of 
times when I have not gotten results that I wanted, but it wasn’t 
that I didn’t try. It was probably I did not have enough capacity to 
be that successful. 

Senator Bennett. Why did you goto Mr. Willett ? 

Mr. Duptey. Why, sir? I think at the time Mr. Willett was the 
only Director of RFC that I knew. This loan application here, in- 
cidentally, was the first one that I prepared. We had had an exposure 
to one other, but the only Director I knew was Mr. Willett. He always 
liad an office policy that he would let anybody come in to see him at 
any time on any sort of a case, and I perhaps took unfair advantage 
of him because I used to call him a lot. 

I also went to other Directors when they would see me. Some of 
them would not even talk to me. I have seen all of the Directors on 
many occasions, but there were plenty of times when I would call up 
and want to see the Chairman or somebody else and they would say, 
well, you talk with one of the other subsidiary people. 

Senator Bennerr. We can assume, then, from your testimony, that 
it may have been because of your calls that Mr. Steele was put on 
the case—— 
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Mr. Duprey. You can assume this, sir, and these are the facts: 
IT was with Mr. Eberstadt and Mr. Casey when we went to see Mr. 
Willett. Mr. Eberstadt made it perfectly clear that he felt he was 
getting a running around on this loan application, and I think Mr. 
Willett changed examiners for only one reason and that is because 
rN responsible borrower made it plain about the way he had been 
handled, and I think if you had been sitting in Mr. Willett’s chair 
you would have done exactly the same thing. There is certainly no 
reason why if somebody is not getting proper treatment from an 
examiner or anybody else in the RFC, why he cannot—why he can’t 
seek relief. 

Now, there are a lot of different kinds of examiners in RFC, and 
I have dealt with a lot of them. Some of them are good and some of 
them are constructive-minded ; others are not. 

Senator Futsrieur. Do you think Mr. Brodie is a poor examiner? 

Mr. Duptey. I will not pass on Mr. Brodie’s qualifications. I have 
only had one case with Mr. Brodie, so far as I know, and this is one 
of them. 

Senator Futsricur. He has been there quite a long time. 

Mr. Wittert. May I answer that question, sir? 

Senator Futsrienr. Yes. 

Mr. Witterr. Mr. Brodie isa top examiner in REC. 

Senator Fctericur. That is what I have been told. I did not want 
the record to stand that Mr, Dudley thinks Mr. Brodie 

Mr. Duptry. I just want to make a point 

Senator Futsricur. Mr. Dudley, we would be glad to have your 
statement, but make it as brief as you can, as it is getting quite late. 

Mr. Duprey. Well, I would like to make just one more point, if 
I may, and then I will retire. 

Senator Fu.tpricur. Yes, 

Mr. Duprey. I think there should be no reason why, in the proper 
running of an agenc y, if a man is not getting fair treatment from a 
Government employee, why he cannot seek relief by 
examiners. 

Senator Futsricur. But I do not think it is fair to say that every- 
one who does not get his loan is being treated unfairly, Mr. Dudley. 

Mr. Duper. No; I would not say that. I have had a lot of disap- 
pointments in those cases, and I never asked for a change of examiners. 

Senator Futsricur. We have seen so far nothing that would indi- 
cate Mr. Eberstadt did not get fair treatment. That is the only point 
I can see. 

Mr. Willett, did you discuss these matters with Mr. Rosenbaum ? 


a change of 






TESTIMONY OF WILLIAM E. WILLETT, DIRECTOR, RECONSTRUC- 
TION FINANCE CORPORATION—Resumed 


Mr. Wiuuettr. No, sir. 

Senator Futsricur. Did you ever discuss it with Mr. Sisto? 
Mr. Witerr. I don’t think I know Mr. Sisto, Senator. 

Senator Futsricutr. You don’t know Mr. Sisto? 

Mr. Witxerr. No, sir; I don’t think I ever met him. 

Senator Futsricur. Did you know about Mr. Sisto’s record ? 
Mr. Wuerr. Yes, sir; I knew about his record. 
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Senator Futsrienr. Did you know about what I put into the rec- 
ord—the reasons for his expulsion from the stock exchange / 

Mr. Wintzetrr. No: I did rot know that, but I knew that he had been 
expelled from the Curb or Exchange. 

Senator Fuisricur. Did not that arouse your curiosity / 

Mr. Witter. Yes, sir: I said before that was a very bad factor. 

Senator Futsricur. And did you ask for a report as to why he had 
been expelled ¢ 

Mr. Witterr. No, sir. 

Senator Futsricnr. Do you not think that would have been rather a 
wise thing to do? 

Mr. Witterr. It probably would have been; yes, sir. 

Senator Futsricutr. Do you think it would have made any differ- 
ence if you had received the report / 

Mr. Winzerr. It may have been, Senator, but Mr. Steele was thor- 
oughly sold on Mr. Sisto. I remember he told me he thought Mr. 
Sisto was a very good man, a very good steel man. 

Senator Futsricur. Did you make an investigation at the time Mr. 
Eberstadt complained as to whether or not Central Iron was getting 
fair treatment 4 

Mr. Winterr. No, sir. 

Senator Fuisricgur. You did not‘ 

Mr. Wituerr. No, sir. 

Senator Futsrieut. You just took his word for it ? 

Mr. Wituerr. I took his word for it. 

Senator Futnricut. Is that the way he put it, that he was not get- 
ting fair treatment ¢ 

Mr. Witierr. Oh, I don’t remember his words, but he thought he 
was getting a run-around in Philadelphia. 

Senator Futsricur. What did he mean by that / 

Mr. Wiiuerr. Well, that he was not being given proper treatment, 
let us put it that way, Senator. 

Senator Futsricutr. When an applicant tells you that do you change 
examiners ¢ 

Mr. Witierr. Probably: yes. 

Senator Fuisrigut. What about all these people who do not get 
loans? Do they complain about it 4 

Mr. Witterr. Not that way; no, sir. 

Senator Futsrieut. They usually do not complain / 

Mr. Witterr. No, sir. 

Senator Futsricur. Have you ever talked to Mr. Buckley about 
this loan ? 

Mr. Witterr. No, sir. 

Senator Fursricur. Or Mr. Merl Young? 

Mr. Wuett. I don’t remember ever talking to Merl Young about 
it, Senator. 

Senator Futerient. Did you talk to Mr. Dawson? 

Mr. Wittert. I don’t remember talking to Mr. Dawson; no, sir. 

Senator Furprianr. What did Merl Young have to do with this 
loan, if anything’ 

Mr. Wiuterr. I don’t know whether he had anything to do with it, 
Senator. 
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Senator Futsricur. You had had an earlier experience with a Bar- 
ium subsidiary, the Jacobs Aircraft Co., had you not ? 

Mr. Wiutterr. Yes, sir. 

Senator Fu.sricur. Had that been a successful experience? 

Mr. Witterr. Why, they applied for a loan we did not make. 

Senator Futsrieur. Why did you not make it? 

Mr. Witterr. Well, it was not the same condition. They did not 
have the collateral or the earnings. As a matter of fact, I don’t think 
the company was operating. I don’t know too much about it. 


Senator Funsricut. Do you remember who represented them ? 
Mr. Wittetr. No, sir. 


Senator Futericnr. At that time? 
Mr. Witterr. I was not on the Board at that time, Senator, at least 
I don’t think I was. 


Senator Fu.sricut. 1946. When did you come on the board? 

Mr. Wuterr. 1948; June 28, 1948. 

Senator Fu.grieut. Jacobs Aircraft Engine Co. applied for a 
5-year loan of $1,000,000 on November 13, 1946. The report said at 
that time that “the management and ownership set-up precludes con- 
fidence that the proceeds of a loan would be properly handled.” 

What do you think of that? 

Mr. Wiutterr. [I think that would be a very bad factor. 

Senator Futsricut. It was declined at all levels. 

Mr. Witzerr. That is right. 

Senator Futsrient. That examiner’s report was sent to Washing- 
ton with Agency Manager Kelley’s letter of December 2, 1946. ‘That 
was the same management in 1946 in the Barium Steel Corp. as you 
had in 1949, I think. 

Mr. Witter. I do not know, sir. I imagine that it was. 

Senator Ftrerient. It was. Can you account for the change in 
view of the RFC with regard to the character of the management? 

Mr. Witerr. No, sir; except that the applicant was different and 
we had different collateral and different earnings in an operating 
company. 

Mr. Duptey. Sir, may I make an observation on that? 

That question came up a number of times during the processing of 
the Central Iron & Steel loan application, and Mr. Eberstadt wrote a 
letter both to, I understand, the Philadelphia agency and the Wash- 
ington RFC office, in which he went into considerable detail under 
date of May 3, sir—wait a minute—I think it was April 22, I believe 
that he pointed out for the second time or so that at the time that 
Jacobs Aircraft Engine Co. had its relation to Republic Industries, 
subsequently a subsidiary of Barium, that the Barium people did not 
own it. It was not until after this so-called alleged “milking” which 
I have heard about for the past 2 or 3 years took place. It was not 
util after that that Barium acquired Republic, which was then the 

owner of Jacobs Aircraft. That thing had come up in the Philadel- 
phia agency and it came up in conference with Mr. Brodie, and this 
letter that I am sure is in the RFC files covering that detail from 
Mr. Eberstadt I think points that out. 

Senator Futpricut. I wonder if you would put that in the record 
at this point. 


Mr. Duptey. Yes, sir; I would be glad to, sir. 
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(The material referred to follows :) 


BARIUM STEEL Corp., 
New York 4, N. Y., March 17, 1949. 
Mr. Ropert W. DupDLey, 
Goodwin, Rosenbaum, Meacham & Bailen, 
Washington 6, D. C. 

DeaR Mr. Duptey: Thank you for your letter of March 16, contents of which 
have been carefully noted. 

I enclose herewith copy of letter addressed to Mr. H. B. Batchelder, of the 
Philadelphia loan agency, which I believe will clear the road so far as Barium’s 
relationship with Jacobs is concerned. We would appreciate your keeping in 
touch with this situation and, of course, are available at any time to supply 
such additional information as may be required. 

With kind regards. 

Very truly yours, 
R. EBERSTADT. 


Bartum Steet Core., March 17, 1949. 
Mr. Harvey B. BATCHELDER, 
Assistant Manager, 

Reconstruction Finance Corporation, 
: Philadelphia, Pa. 

DEAR Mr. BATCHELDER: Mr. Robert W. Dudley, of Goodwin, Rosenbaum, 
Meacham & Bailen, has advised us of his meeting with you on Monday last, in 
respect to application for loan filed by one of our subsidiaries, Central Iron & 
Steel Co., Harrisburg, Pa. 

Mr. Dudley states that during his meeting with you, the issue in respect to the 
past relationship of Barium Steel Corp. to Jacobs Aircraft Engine Co. was dis- 
cussed and that there appeared to be an impression in someone’s mind to the 
effect that Barium Steel Corp. had in some way utilized the assets of Jacobs dur- 
ing its ownership of Jacobs Aircraft Engine Co. via Republic Industries. 

During May 1948, Jacobs Aircraft Engine Co. made an application to the RFC 
for a loan and at that time, this same question was raised. In order to set the 
record straight and present the facts as they actually existed, I addressed a letter 
to the RFC, Washington, D. C., photostatic copy of which is enclosed herewith, 
which actually sets forth the pertinent facts. 

[I respectfully draw your attention to the enclosure and trust that as a result 
thereof, the record in this respect will be entirely clear. 

Please be assured that if there is any further information you desire either 
in respect to the foregoing matter or pertaining to the loan application itself, 
we would be most happy to furnish the same forthwith. 

Very truly yours, 


BARIUM STEEL Corp., 
ipril 22, 1949. 
Mr. Ropert W. DUDLEY, 
Goodwin, Rosenbaum, Meacham & Bailey, 
Washington, D. C. 

Dear Mr. DupLEy: At our meeting yesterday with Mr. Brodie of the RFC, 
certain additional information was requested in respect to Central Iron & Steel 
Co. and the parent company, Barium Steel Corp. 

In this connection, I am pleased to submit the following: 

(1) Balance sheet and profit-and-loss statement of Central Iron & Steel Co. 
as at March 31, 1949, which I believe is self-explanatory. You will note that 
the profit for the period under review amounted to $624,865.49, after all charges 
including estimated Federal and State income taxes. This compares with net 
profit for the similar period ended March 31, 1948, of $132,318.54. In passing, 
may I point out that during the first quarter of 1948, there was an acute 
shortage of cast steel and pig iron so that Central was forced to operate on 
a restricted basis, pending the completion of their cupola installation. To a 
great extent, these operating difficulties were overcome during subsequent 
months because of said added facility. 

(2) Report of Barium Steel Corp. and subsidiaries prepared by our auditors, 
but not audited as of February 28, 1949. We are pleased to state that consoli- 
dated earnings for the first quarter, which will be released Monday next, will 
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show a net profit for the quarter ended March 31, 1949, of $1,031,388, after al! 
charges including estimated Federal income taxes, as compared with $676,062 
for the similar period last year. 

(3) Mr. Brodie wanted a specific statement as to the matter of inventories 
both at Central Iron & Steel and so far as the over-all situation is concerned, 
and I am firmly of the opinion that the March figures of Central and of al) 
of the other subsidiary companies accurately reflect the current market. Appro- 
priate adjustments were made in all instances at month end. 

(4) An explanation was requested of certain intercompany transactions 
having to do with declaration of dividends, accounts receivable of affiliated 
companies, ete., and I am pleased herewith to furnish you with this information 





ACCOUNTS RECEIVABLE—WILEY MANUFACTURING CO, 





This wholly owned subsidiary manufactures barges and floating cranes. Th« 
principal item consumed is steel plate. They are forced to carry a substantia! 
quantity of plate which they fabricate and assemble in finished barges. Wiley 
is currently making deliveries of a number of barges and as these are paid for 
they are working down their indebtedness to Central. The account, which stood 
at around $400,000 during December and January, is now in the neighborhood 
of $230,000, and by May we believe Wiley will liquidate this account in its 
entirety and remain on a current basis. 





DIVIDEND—CLYDE IRON WORKS, INC.—BARIUM STEEL CORP. 





On September 28, 1948, Clyde declared a dividend of $400,000 on 12,281 shares 
of the $10 par value common stock outstanding, all owned by Barium Steel Corp 
This dividend was paid to Barium in cash. On the same date, Erie Bolt & Nu 
Co., a subsidiary of Clyde Iron Works, declared a dividend in the amount of 
$50,000 on the 50 shares of $100 par value capital stock outstanding, all owned 
by Clyde Iron Works, Inc. This dividend was paid to Clyde in cash. 

So that you will have an adequate understanding as to the foregoing, I would 
like to point out what disposition was made of the funds as set forth above. At 
the time when Clyde declared the $400,000 dividend, Barium Steel Corp. was 
indebted to Clyde in the amount of $181,507.40. Upon receipt of Clyde's $400,000 
dividend, we repaid to Clyde the amount of our indebtedness, viz $181,507.40 
Barium was also indebted to Ere Bolt & Nut to the amount of $50,000, covering 
previous advances. Out of said $400,000 received from Clyde, $50,000 was paid 
to Erie in repayment of said advances, thereby liquidating Barium’s indebted 
ness to Erie. Erie, on the other hand, declared a dividend of a similar amount 
to the parent company, viz Clyde Iron Works. In addition thereto, Barium 
assumed Clyde’s portion of their tax installment due on the consolidated retur! 
as at December 15, 1948, in the amount of $131,286.33. It will therefore |i 
noted that the net gain to Barium Steel Corp. out of the above dividend was 
approximately $38,000, as herewith set forth in more concise form: 


Repayment of loan to Clyde kes tae ; ._. $181, 507. 40 
Assumption of Clyde's tax installment , 131, 286. 33 
Repayment of Barium’s indebtedness to Erie Bolt & Nut 50, OOO, 00 
Total ; ; ae - ‘ 362, 793. 73 
The transaction, however, effected the repayment of our indebtedness to Clyd: 
Iron Works and to Erie Bolt & Nut, which is what we desired. Clyde's financia 
position, on the other hand, was not materially changed, since they received 1 
payment of their loan of $181,000 plus, relief from their tax installment o 
approximately $131,000, and a dividend from their subsidiary company Eri: 
Bolt & Nut in the amount of $50,000. Their cash loss, therefore, was insignifi 
cant. Erie having been repaid by Barium in the amount of its indebtedness 
viz $50,000, declared a dividend in a similar amount to Clyde, so it is obvious that 
Erie’s position financialwise was not affected either. 





JACOBS AIRCRAFT ENGINE CO. 





The relationship of Barium Steel Corp. to Jacobs was again brought up, inus 
much as there appears to be an inference in certain directions that Barium Stee! 
Corp. or its subsidiary, Republic Industries, utilized funds of that company 
Barium Steel Corp, acquired Republic Industries during March 1946. Jacobs 
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Aircraft Engine Co. was one of a number of subsidiaries of Republic Industries. 
No officer of Barium Steel Corp., prior to the time of acquisition by it of Repub- 
lic, had any connection with Republic or any knowledge of the conduct of its 
business. We obviously, therefore, had no control of the business transactions 
between the two companies. We do, however, want to make this emphatically 
clear, namely, that from the time when we acquired Jacobs via Republic, we 
not only did not take any money out of Jacobs, but on the contrary, furnished 
them with a substantial amount of money to enable them to continue their 
ctivities and when the business was later sold by us to Mr. Jacobs and his 
associates, we gave them liberal terms in respect to the repayment of these 
idvances. 


CENTRAL IRON & STEEL CO 


On January 24, 1949, Central Iron & Steel Co., declared a dividend in the 
mount of $1,590,493.48 on the 50,000 shares of $10 par Value capital stock out 
standing all owned by Barium Steel Corp. This dividend was not actually paid 
to Barium in cash, but was applied to the indebtedness of Barium to Central, 
covering advances made by Central to Barium from time to time. 

On the same date, viz January 24, 1949, Clyde Iron Works, Inec., declared a 
dividend in the amount of $122,810, on the 12,281 shares of the $1 par value 
common stock outstanding, all owned by Barium Steel Corp. Barium actually 
received no cash increment by reason of this transaction, as Barium subsequently 
made a capital contribution to Clyde in the same amount. The chief purpose 
n declaring said dividends by Central and by Clyde was to create an earned 
surplus in Barium so as to wipe out the deficit in that account and to create an 
earned surplus sufficient to meet the requirement of the 10 percent stock dividend 
declared by Barium on that day. 

The only other item which we believe calls for any detailed explanation is in 
respect to an item appearing on Central's balance sheet, common stock—Barium 
Steel Corp. $201,562.50 and in this connection, we submit the following: 

Following the merger of (old) Central Iron & Steel Co. into Barium Steel 
Corp., May 13, 1946, certain stockholders of Central received a large block of 
Barium stock which they threatened to sell immediately, which would have 
resulted in depressing the market at the time when Barium itself was about 
to offer an issue of its common stock on the market to provide additional work 
ng capital. In order to prevent this and to meet the requirements of the firm 
which was offering Barium stock, certain officers and certain large stockholders 
of Barium, purchased said 37,500 shares of stock for the benefit of Barium. The 
purchase price was at 10144 per share, the then prevailing market price, making 
the total purchase price $385,888.48. 

At the request of Barium, Central Iron & Steel Co. advanced the purchase 
price of said shares. In October 1948, Barium formally, by an agreement, took 
over its said obligation from the said individuals, as well as the said shares. In 
February 1949, Barium sold the said 37,500 shares to Central Iron & Steel Co. 
it the then prevailing market price for $201,562.50, leaving a balance of $184, 
317.08 still owing by Barium to Central on said loan. Oo March 31, 1949, said 
balance was repaid by Barium. The said 37,500 shares of Barium common stock 
re in Central Lron & Steel Co.’s possession. 

I believe the foregoing furnishes you with all of the information that Mr. 
Brody desired, but if this is not the case, please let us hear from you at your 
carly convenience. 

With kind regards. 

Very truly yours, 


Mr. R. EBERSTADT, 
President, Barium Steel Corp., 
25 Broad Street, New York, N. Y. 

Dear Mr. Ererstapt: During my conversation on Monday with Mr. Harry B. 
Batchelder, assistant manager of the Philadelphia, Pa., Loan Agency of the Re 
construction Finance Corporation, Mr. Batchelder raised the issue of the past 
relationship of Barium Steel Corp. to Jacobs Aircraft Corp. through Republic 
Industries. IT assured Mr. Batchelder that no one in the present management of 
Barium Steel Corp. had anything to do with the alleged utilization of assets 
of Jacobs Aircraft Corp. However, to have something on the record in the 
Philadelphia Agency, I suggest you address a letter to Mr. Batchelder stating 

substance the same thing as is contained in the enclosed letter which you 
wrote to RFC last May 12. The Philadelphia Loan Agency is located in the 
Lincoln-Liberty Building, Philadelphia, Pa 
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Mr. Batchelder stated that because of the large increase in loan applications, 
it would take approximately 30 days for the Philadelphia agency to completely 
process the Central Iron & Steel Co. application and forward it to Washington. 

To insure as prompt action as possible on the application by the Philadelphia 
Agency, someone who is thoroughly familiar with Central’s plans for plant ex- 
pansion should be available to discuss them with RFC representatives. If de- 
tailed plans and specifications are requested, they should be furnished without 
delay. 

Mr. Batchelder promised to send carbon copies of all correspondence between 
RFC and Central to Barium Steel Corp. as well as to this firm. He also assured 


me that he would not release any publicity regarding the Central Iron & Steel 
Corp. loan application. 


Sincerely yours, 
Rosert W. DUDLEY. 

Senator Futsricnr. On December 19, 1946, there was a letter to 
Mr. Kelley from Mr. Willett, who was then the assistant chief of 
the examining division. Mr. Willett, I believe that is correct. 

Mr. Wituertr. Yes, sir. 
Senator Futsricut. In that letter you said as follows: 
In view of the information submitted with your letter of December 2, 1946, 


we concur in the Agency’s recommendation that the application for a loan of 


$1,000,000 to the Jacobs Aircraft Engine Co. be declined. The applicant should 
be advised accordingly. 


Then the Jacobs Aircraft Engine Co. applied for a short-term loan 
of $300,000 on February 24, 1947. 

Washington Examiner Robert W. Peery recommended favorably 
but. all other levels recommended decline. The Board declined. 


On April 23, 1947, E. B. Howard wrote a memorandum to Mr. Wil- 
Jett which reat as follows: 





I think the loan would be adequately secured and no doubt would be repaid. 
However, I question whether the loan should be made due to the fact that any 
benefits arising from this loan would result in helping the position of the Barium 
interests, which as you know, are the real owners and the same group which 
wrecked the company by withdrawing approximately $2,600,000 out of the busi- 
ness, investing it in other companies very unwisely. 

If this loan is made, the company will find themselves in the same financial 
difficulties which they are now facing. In my opinion, this company under 
its present very weak management cannot earn enough money to work out from 


under its present heavy debt structure. 

The Jacobs application of February 24, 1947, was resubmitted for 
the reduced amount of $250,000 on April 16, 1947. 

The Philadelphia office sent it to Washington on May 5, 1947, report- 
ing, among other things: 
A rather large amount of equity capital is what the business requires, Neithe 
Sisto, Barium, nor Jacobs are in a position to supply it, and it is most unlikely 
that outside funds can be lured into investment in such an enterprise. 

On reconsideration of this application it was rejected a second time. 

ae Jacobs Aircraft Engine Co. applied for a 15-year loan of 

2,000,000 on May 18, 1948, and it applied for a 2-year loan of $360,000 
on November 12, 1948. 

Both of these were declined by RFC. 

Mr. Jantzen was the Philadelphia examiner on the latest application. 

Mr. Willett, the Philadelphia examiner’s report of February 6, 1949, 
on this loan names one Al Willett as assistant purchasing agent of the 
Phoenixville plant at $9,000 per annum. Is he any relation of yours ¢ 

Mr. Witierr. Never heard of him; no, sir. 

Senator Fu.sricnt. The whole record there indicates‘ that the 
RFC, up until this last period, was fully aware of the management, 
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and it seems to have been the main reason they turned down the 
applications of Jacobs Aircraft Engine Co. 

Mr. Wittert. That is right, sir. 

Senator Funtsrigntr. So the change in view of the management 
seemed to be rather striking there in 1949. 

Mr. Willett, did the Senators from Pennsylvania communicate 
with you regarding the second application of Central Iron & Steel 
Co., that is, the application for *1,650,000 to buy the Phoenixville 
property of Kaiser-Frazer Corp. / 

Mr. Witzterr. Not with me, Senator, but I understand they did with 
the chairman. 

Senator Fu.priair. Do you know anything about this commu- 
nication / 

Mr. Witterr. | understand that Senator Martin and Senator Myers 
and two Congressmen—I do not remember their names—and the 
president of some labor union wrote to the Chairman about it. 

Senator Futsricur. The files of the RFC contain copies of tele- 
grams which the Phoenixville Chamber of Commerce sent to the 
Senators. I believe they are dated August 29, 1949. Do you have 
copies of those ¢ 

Mr. Witxerr. I presume we do in the office. We have them in the 
office, Senator, but we will have them for the committee. 

Senator Futsrienr. Will you supply them for the record ? 

Mr. Witierr. Yes. 

Senator Futprient. I have a copy of one that is dated August 29, 
1949, at 4:26 p. m. 

Mr. Wiuzerr. Is that from the chamber of commerce ? 

Senator Futsrient. The chamber of commerce, Phoenixville Cham- 
ber of Commerce, J. E. Galligan, secretary. 

I want to read the last sentence of that: 

The chamber of commerce appeals to you— 

This is addressed to Senator Francis Myers— 


The chamber of commerce appeals to you for support and cooperation in getting 
this plan under way and anything you may do in connection therewith will be 
greatly appreciated. Suggest that you contact Ed Willett, Reconstruction Fi- 
nance Corporation, to encourage prompt handling of application. 

Senator Fu.tsrieaur. Did you know Mr. Galligan ? 

Mr. Witierr. No, sir. 

Senator Futsricur. How do you account for the fact that he 
refers to you in his request ¢ 

Mr. Witierr. I presume Mr. Eberstadt told him; I do not know, sir. 

Senator Futrrigur. You think that telegram was inspired by Mr. 
Eberstadt or his assistants / 

Mr. Witierr. I do not know, sir. I do not know anything about it. 

Senator Funsrigur. Ordinarily, do the people that you do not 
know refer to you as Ed Willett / 

Mr. Witxerr. I do not know. 

Senator Fursrienr. That is being rather familiar with you, is 
it not / 

Mr. Witxerr. It sure is. 
Senator Futsrigur. What is your full name / 
Mr. Witterr. William Edward. 


SO0585 51 pt. 3- ——27 
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Senator Futsricur. Did you discuss the telegrams with anyone? 
Did Senator Myers call you? 

Mr. Wituerr. His office may have called. I do not remember, 
Senator. I do not think Senator Myers ever called me. His office 
may have called. 

Senator Futsrieur. That same man in the chamber of commerce 
sent a wire directly to you addressed: Ed Willett, Director Recon- 
struction Finance Corporation. 

Mr. Witterr. I get a lot of wires addressed that way, Senator. 

Senator Futsricut. Do they usually address them to you that 
way, Mr. Ed Willett ? 

Mr. Witterr. I get them every way. 

‘ (The telegrams referred to follow :) 


PHOENIXVILLE, Pa., August 29, 1949. 
Senator FRANCIS MYERS, 


Washington, D. C.: 

The Barium Steel Corp. recently acquired by purchase the Phoenix Iron & 
Bridge Corp. and are at present working out plans for reopening the plant. 
Phoenixville suffered a critical blow when this plant closed in May throwing 
more than 1,000 men out of work. Employment in Phoenixville has been at a 
low ebb for many months and the closing of Phoenix Iron Co. seriously affected 
the economic stability of the community. Every agency of the chamber of com- 
merce has devoted full effort to obtaining replacement industries without result, 
The very life of Phoenixville depends on the reopening of this plant as local 
people will be employed which will relieve the unemployment situation materially. 
The chamber of commerce appeals to you for support and cooperation in getting 
this plant under way and anything you may do in connection therewith will be 
greatly appreciated. Suggest that you contact Ed Willett Reconstruction Corp. 
to encourage prompt handling of application. 

PHOENIXVILLE CHAMBER OF COMMERCE. 
J. E, GALLIGAN, Secretary. 





PHOENIXVILLE, Pa., August 29. 
Ep WILLETT, 


Director of Reconstruction Finance Corporation: 

The Barium Steel Corp. recently acquired by purchase the Phoenix Iron & 
Bridge Corp. and are at present working out plans for reopening the plant. 
Phoenixville suffered a critical blow when this plant closed in May, throwing 
more than 1,000 men out of work. Employment in Phoenixville has been at a 
low ebb for many months and the closing of Phoenix Iron Co. seriously affected 
the economic stability of the community. Every agency of the chamber of com- 
merce has devoted full effort to obtaining replacement industries without result. 
The very life of Phoenixville depends on the reopening of this plant, as local 
people will be employed, which will relieve the unemployment situation materially. 
The chamber of commerce appeals to you for support and cooperation in getting 
this plant under way, and anything you may do in connection therewith will be 
greatly appreciated. Will appreciate prompt handling of application of the 
Barium Steel Corp. in connection with the opening of this plant. 


CHAMBER OF COMMERCE, PHOENIXVILLE, 
J. E. GALLIGAN, Secretary. 
Senator Futsrieut. Mr. Dudley. 
Mr. Duptey. Yes, sir. 


TESTIMONY OF ROBERT W. DUDLEY, ATTORNEY, WASHINGTON, 
D. C.—Resumed 


Senator Furericnr. I believe that there are, in the files of the 
Rosenbaum firm, copies of these telegrams from the Phoenixville 


Chamber of Commerce to the Pennsylvania Senator. How did that 
happen ? 
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Mr. Duptey. I do not know. I suspect either the management of 
Barium or the management of Central or somebody who knew the 
chamber of commerce arranged to have them send us copies. 

Senator Fu.tsricur. Did you ask the chamber of commerce to send 
such telegrams ¢ 

Mr. Duptey. I do not think so. And I certainly would not have 
asked them to send a telegram to Ed Willett. Had I asked them to 
send a communication, I would have suggested that they send it to the 
chairman. If they wanted to send additional communications, I 
am sure that 1 would have given them the exact name of each director 
and asked them to submit it that way. 

Senator Futsricur. Do you not think it is likely that someone in 
vour firm asked them to do this? 

' Mr. Dup.ey. Sir, I do not know. It certainly would appear likely 
by reason of the circumstances, but I do not think I was the person 
that suggested it. 

Senator Fuisricut. Mr. Rosenbaum, did you ask the chamber of 
commerce to send these telegrams / 

Mr. Rosensaum. No, sir. 

Senator Futprieut. Did you, Mr. Casey ? 

Mr. Casey. What is it? 

Senator Fuisrient. Did you ask the Chamber of Commerce of 
Phoenixville to send these telegrams to the Senators? 

Mr. Casry. No; I did not, but I do not think it unusual that the 
chamber of commerce in a town of 12,000 people, where the only big 
mill in the town was closed down, should send it. I think it is most 
commendable on the part of the chamber of commerce. 

Senator Futsriegut. Well, Mr. Casey, maybe you can tell us why 
copies of these telegrams were in the files of the Rosenbaum firm 2 

Mr. Casey. I do not know, sir. 

Senator Futsricut. That is what we are inquiring about. 

Mr. Duptey. I do not think it is unusual, Senator. 

Senator Futsrigur. You do not? 

Mr. Dupiry. Mr. Eberstadt and Mr. Sisto might have obtained 
them and sent them down. Ordinarily—and lawyers alw: ays hope 
that this is so—that clients will keep them fully advised of all the 
things they do. 

Senator Futpricnt. Then you think that this was probably a gen- 
eration of pressure on RFC arising from Sisto and Eberstadt ? 

Mr. Dubey. I do not know, sir. I do not know. That would be 
entirely speculation on my part. 

Senator Futsricut. Does that strike you as a logical explanation 
of it ? 

Mr. Duptey. I think a logical explanation is that somebody must 
have requested the chamber of commerce to do so. I do not know who 
did. 

Senator Futsrienr. If the chamber of commerce had thought of 
it on their own, would it be likely they would send you copies of the 
telegram ? 

Mr. Duptey. No, sir. 

Senator Futsricut. They would not; would they ? 

Mr. Dupiey. That is right. 

Senator Futsrienr. But if it had been inspired by the people who 
Kn lew you were representing them, such as Eberstadt, then it might 

have been likely. 
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Mr. Duptey. Well, I doubt very much if we got them directly from 
the chamber of commerce. That is a conjecture. 

Senator Fu.srienr. Well, how do you think you did have them 
in your file ¢ 

Mr. Duptxry. I do not know, sir. We get an awful lot of things in 
the files, and I really cannot recall. 

Senator Futsricur. I think this is an illustration of a point which 
I would like to comment on very briefly. 

This is an illustration of why a good many letters are written by 
Senators and Congressmen. You get the borrower and his counsel 
going out and generating pressure upon the legislators to write letters 
and to take part in the loan negotiations when actu: ally the pressure 
was all engineered by people who have an interest in seeing the loan 
granted. The source of the pressure is other than that whic +h purports 
to be the source, as in this case, the chamber of commerce. I think the 
fact that the telegrams were in your files indicates that this was not 
purely a spontaneous telegram from the chamber of commerce. 

Mr. Dupiey. Sir, that may be so. I don’t think there is anything 
very sinister about it. I think it is very commendable. 

Senator Futsricnr. I was not saying it was sinister. We are trying 
to develop facts in these cases, facts as to how these things come about. 
That is all we are trying to do, and we have a little difficult y sometimes 
in getting at the real reasons why these telegrams appear in the places 
that they do. Ordinarily the people in whose offices they are found can 
quite easily explain w hy they are there, but in this case you seem to 
have no explanation, so we are casting about for some logical reason. 
That is all we are doing. There is nothing sinister about it. I do not 
think there is anything sinister about any ‘of this hear ing. All we are 
trying to dev elop i is some information about the practices that go on in 
Washington, not with the idea of doing anything to you are anyone 
else, but | perhaps to try to improve the practices. 

Mr. Duprey. Sir, I would like to say that I have always conducted 
myself in relation to the RFC or any other agency in a way which I 
think is above reproach, and hope that this committee will be able to 
find that that is so when you finish your investigation. 1 want to give 
you more than cooperation in trying to disclose any portion of what 
T have had to do in connection with the RFC. 

Senator Futsricur. Mr. Dudley, the only reproach, I would say, 
that you will find in our report and through these hearings generally 
is on the management of the RFC, their w illingness to respond to sug- 
gestions and pressures that are exerted on them, or that they think 
are exerted on them. We realize attorneys have their clients to serve. 
On the other hand, we feel that RFC has been much too easily im- 
pressed, as in this case, by an applicant coming in and saying, “T have 
yotten the run-around ; will you give me a new examiner ¢” 

Now, I think that is a response that is improper. That has been 
the central objective of these hearings from the beginning. We hope 
that we can find ways and means to “make it less likely that the RFC 
respond to suggestions of that sort. 

Mr. Duprey. Sir, could I make this one request? Tam 1 lawyer out 
of 18 who are associated together in a law firm. The attorney-client 
relationship is a highly delicate one. I want to give you all the infor- 
mation I can, but when we go into matters of these loans, when you get 
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into situations where you involve the people who are accused of things, 
it makes people generally lose confidence in you. Lam tr) ing to do the 
best I can in an honest job, to earn a living for myself, my wife and 
children; and there are 17 other people in my firm that are trying to 
do the same thing. I hope that, insofar as it is possible for this com- 
mittee to do so, that they try to preserve the dignity of that relation- 
ship, so that there are a ‘lot of people in my firm who have nothing to 
do with the RFC, who are good, hard-working, industrious people, and 
who are trying to get t along the best the *v can, that they are feeling the 
impact of this thing, too. Wherever, if at all possible, I hope that 
you will try to clear anybody from charges where you do not have any 
reason to charge them with improper conduct in any way. 

Senator Futpricur. Have you ever discussed this with Mr. Rosen- 
baum ¢ 

Mr. Duptery. Sir, that is something which is of great concern to me, 
that general subject, and that is this, and I think that Mr. Rosen- 
baum-—I will agree that, if a number of the transactions which this 
committee has disclosed with reference to fur coats, with reference 
to Atlantic Basin Iron Works, and other things, that Mr. Rosenbaum 
did not discuss those matters with the other members of the firm. 
The implication of that I do not want to go into further. 

Senator Futsricur. Will you agree, Mr. Dudley, that as a member 
of the firm you would profit by the success of some of these under- 
takings if they were successful ? 

Mr. Dupiery. Sir, may I direct your attention to the fact that some 
of the ventures had nothing to do with the firm, and by reason of that 
there are people who had nothing to do with them who are injured 
by them. 

Senator Bricker. They did not have anything to do with the law 
practice, either, did they ¢ 

Mr. Dupiey. That is right, sir. 

Senator Fuusricur. I would grant that these hearings have been 
difficult for any of these unfortunate individuals who feel that they 
were hurt. However these matters are of some concern to the public, 
and in this case they involve public funds. 

Mr. Duprey. That is right, si 

Senator Furtsrient. And specifically the RFC and the matter we 
discussed this morning, the Maritime Commission business, is also a 
public matter. 

Mr. Duptey. That is right, sir. 

Senator Funrsrient. I think any lawyer who undertakes to do busi- 
ness with the Government must assume that attitude. He must re- 
member that everything he does has got to be subject to examination 
by the public. We are here representing the public in the same way 
you represent your client. We have duties quite as onerous, I think, 
as yours. 

Mr. Dupiey. You do, Senator, but may I make one observation? In 
pursuing the public interest you do m: ake an impact upon the dignity 
of individuals. You make an impact on their livelihood and their 
standing in the profession, so | merely say to you that insofar as 
possible : try to preserve that human dignity. 

Senator Carenartr. What you are trying to tell us is that there are 
18 members in this law firm and that 17 of them have been used 2 
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Mr. Duper. No, sir; I don’t want to put it on those terms. There 
are many of us who have been deeply grieved and surprised by many 
of the transactions which have gone on 

Senator Carenart. Well, you can dissolve the firm if you want to. 
You do not have to live under those conditions. 

Senator Bricker. You had nothing to do, Mr. Dudley, with any of 
this weird financing that has been discussed here by Mr. Rosenbaum, 
and knew nothing about it ? 

Mr. Duptey. That is right, sir. 

Senator Fursrientr. You had no part of the Atlantic Basin Iron 
Ww orks ? 

Mr. Duptey. No, sir. My only contact with Atlantic Basin Iron 
Works was 2 or 3 years ago, when they were an active company, and 
tried to negotiate some claims with the Maritime Commission on their 
behalf, but that had nothing to do with the subject matter. 

Senator Fu —_ ur. You did not partic ipate in any way in any— 

Mr. Duptey. I didn’t even know of the existence of this. 

Senator Fursrienr. Did you have any part in the corporation pur- 
chasing ships? 

Mr. Duprey. Yes, sir. 

Senator Futsrigur. You did profit from that? 

Mr. Duptey. Yes, sir. 

Senator Futsrieur. Did you profit from that? 

Mr. Duptey. Yes; I certainly did, sir. 

Senator Futsricut. Do you think it is not proper to inquire into 
those matters / 

Mr. Duptey. I am not saying that, Senator. I am not saying it is 
improper. 

Senator Futsrient. You really want the commitee to conduct itself 
as fairly as possible; is that what you mean? 

Mr. Duprey. That is right, sir. 

Senator Fu.sriecut. I hope we do, too. 

Senator Carenart. I think he is also hinting that many things have 
happened within his own firm that he does not approve of and that 
the other 17 members do not approve of, if I understand what he says. 

Mr. Duper. I don’t probably make myself very clear, but I have 
never been before a Senate committee and I have never had my voice 
recorded, and I have never had pictures taken, or any of these things, 
so this is kind of new. I did not have a prepared statement and I 
am just try ing to say something from my heart. 

Senator Futsricuy. I appreciate your attitude, Mr. Dudley. I can 
say that this is the first time I have ever conducted a hearing of this 
sort. 

I am as new on this side of the table as you are on that side, although 
this has been going on for some time. But I think you will agree 
there are some things that have been going on that have surprised 
some of us and certainly the committee believes that there is room for 
improvement in the administration of governmental affairs. Those 
are the objectives of these hearings and we will try to bring about 
some improvements. That is about it. 

Incidentally, our undertaking involves private individuals. We 
regret that it may hurt them. We tried to make our report as in- 
offensive as we could and still do the job, and we found that in doing 
that it was called asinine, and we had to start in in another way in 
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order to draw the picture a little clearer. That is about what we 
have been doing. So I hope you realize this is not an easy job, to 
get at the truth from this side. 

Senator Carenartr. Mr. Dudley, may I ask you this question: You 
said that you paid a third of Mr. Steele’s salary. 

Mr. Duprey. Yes, sir. 

Senator Carpenarr. Did the other 17 members of the firm know that 
you entered into that secret agreement / 

Mr. Duptey. It was not a secret agreement, sir. 

Senator CareHartr. Why did you do it? Why did not the firm just 
pay the $1,250? What was the reason that you became a party to it? 
You made a beautiful plea here—— 

Mr. Duptey. Thank you, Senator. 

Senator Carenart. In which you stated this committee ought to 
distinguish between certain members within your firm; at least that 
is the impression you left with me. Why did you enter into such an 
agreement, what was the purpose of it / 

Mr. Duptey. Well, sir, I think it is very simple. I think that when 
Mr. Casey and Mr. Rosenbaum and I were discussing the employment 
[ think Mr. Rosenbaum said, supposing we split his salary three 
ways and then we will work out a bonus arrangement for what comes 
inon these cases. I agreed. 

Senator Bricker. How long have you been in the practice of law ? 

Mr. Dubey. Sir, I was admitted to the bar the first of 1938. 

Senator Bricker. 1938. Have you been with Mr. Rosenbaum all 
that time ? 

Mr. Duptey. No, sir; that is when I was fiving in New Hampshire. 
After I got out of the Navy in 1946 I went with Mr. Rosenbaum in 
December of 1946. 

Senator Bricker. What was your practice in New Hampshire? 

Mr. Duptey. Well, sir, I did not practice very long, sir. I was with 
the Government most of the time. I was with the Federal Trade 
Commission, the Wage and Hour Division of the Department of 
Labor, the Office of Price Administration, and in the Navy for 4 years., 

Senator Bricker. But you have been in Mr, Rosenbaum’s firm ever 
since you got out of the Navy ? 

Mr. Duptey. Well, there was a few months intervening—— 

Senator Bricker. You say you are a partner of the firm. Are you 
much more than an employee, on a salary basis or commission basis 
for the business you get 

Mr. Duptey. Well, I would say this, that on matters of partner- 
ship policy I have not had an opportunity to express an opinion. I 
have been getting a partnership percentage, a partnership distribution. 

Senator Bricker. It is just a matter of method of pay / 

Mr. Duptey. That is right, sir. 

Senator Bricker. You had nothing to say as far as the firm’s oper- 
ations are concerned, such as what matters you will accept or will 
not accept ? 

Mr. Duptey. Yes, sir; I do not have anything to do with the getting 
of clients or working out the fee arrangements on my job. My job 
has been to do business and to do it to the best of my ability. 

Senator Bricker. Do you have clients of your own ¢ 

Mr. Duptey. Very few. 
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Senator Bricker. Does the money that you get from them go into 
the firm ¢ 

Mr. Duptey. Yes, sir. 

Senator Bricker. It does? 

Mr. Duptey. Everything goes in and then I get-—— 

Senator Bricker. Do you turn money into the firm on your personal 
business? Do you get a bonus on that ? 

Mr. Duptey. No, it depends on a number of factors. It depends on 
my ability to negotiate the success of the venture 

Senator Bricker. Who determines what percentage you shall re- 
ceive ? 

Mr. Dupiey. Mr. Rosenbaum. 

Senator Bricker. Alone ? 

Mr. Duptey. I think that under the partnership arrangement he has 
the final say-so. I was trying to recall this morning. The last time 
we had a partnership agreement I think was in 1947, and I think we 
were continuing to operate under the same one, and [ had not looked 
at it in a long while. But I believe that he has the final right to 
decide a case of any size. } 

Senator Bricker. Allocate percentages of fees, allocate or deter- 
mine what the fees will be, what the charges will be ¢ 

Mr. Duptey. The matter of what the clients will pay is a matter of 
negotiation, of course, and once the money comes into the firm and 
part it is distributed out on a straight percentage basis after expenses, 
plus bonuses. 

Senator Bricker. Is there anything in the contract of partnership 
that authorizes Mr. Rosenbaum to enter into the weird financial ar- 
rangements we have heard about in the last year or two ¢ 

Mr. Duptey. I don’t think so. 

Senator Bricker. He does not have authority to use the firm’s money 
in any of his personal investments or personal contracts, or loan that 
money for any purpose whatsoever / 

Mr. Duptey. Well, sir, you are asking me to interpret the contract 

. that I have not seen in a number of months. 

Senator Bricker. You do not remember any authorization of that 
kind; do you? 

Mr. Duptey. I don’t remember, sir. 

Senator Bennerr. Is a general accounting made of the income of 
the firm ? 

Mr. Duptey. Yes, sir: there is an accounting made each year and 
an annual statement prepared. 

Senator Bennerr.’ You actually look at the books of account ? 

Mr. Duptry. I do occasionally, periodically ; yes, sir. 

Senator Bricker. Does that show these investments that have been 
made, the money that has been loaned, the options that had been taken 
by Mr. Rosenbaum ¢ 

Mr. Duptry. Let me see, I think there are only two transactions 
which involve firm money. 

Senator Bricker. What were they? 

Mr. Duprey. One was the investment in the insurance company, 
the loans, and the other, I think, was the purchase of the boat. 

Senator Bricker. The purchase of what ? 
Mr. Duprey. The boat that was testified to some time ago. 
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Senator Bricker. Was that a ship from the Maritime Commission ? 

Mr. Duptey. Oh, no; this was a small pleasure boat. 

Senator Futsricur. | wonder if we could not discontinue this and 
take it up at a later date. 

Senator Bricker. What I was trying to bring out was that Rosen- 
baum was responsible for the firm's policy, Rosenbaum and nobody 
else. If that is not the case I would like for somebody to show me 
that it is not. 

Senator Futsricut. I believe the committee will now recess until 
further call. 

(Whereupon, at 6:20 p. m., the committee recessed, subject to call 
of the chairman.) 
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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


MONDAY, MARCH 19, 1951 


Untrep States SENATE, 
SUBCOMMITTEE ON THE RecoNsTRUCTION FINANCE 
CoRPORATION OF THE COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m. in room 457, 
Senate Office Building, Senator J. William Fulbright (chairman of 
the subcommittee) presiding. 

Present: Senators Fulbright, Frear, Douglas, Capehart, Bricker, 
and Bennett. 

Also present: Theodore Herz, staff director; John T. M. Reddan, 
legislative counsel; James Foley, committee investigator. 

Senator Futsricut. The committee will come to order. 

Senator Capehart has expressed a very strong desire to hear from 
Mr. Willard Unzicker, who has just resigned—he was acting as the 
comptroller of the RFC. Mr. Unzicker, who has resigned and is anxi- 
ous to take a rest, has very kindly consented to come before the com- 
mittee this morning, so I believe we will ask him to come forward 
first to make a statement. 

Mr. Unzicker, will you come forward. 

Will you be sworn. 

Do you solemnly swear to tell the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Unzicker. I do. 

Senator Futsrientr. Will you give your full name and address to 
the reporter, 


TESTIMONY OF WILLARD E. UNZICKER, FORMER ASSISTANT 
COMPTROLLER, RECONSTRUCTION FINANCE CORPORATION 


Mr. Unzicker. Willard E. Unzicker, former assistant comptroller 
of RFC. 

Senator Fu.sricut. Mr. Unzicker, will you sit down and make 
yourself comfortable. If these photographers annoy you or distract 
you, if you will only say so we will have them take your picture and 
get out of the way. 

I hope we can have these hearings arranged so that the witnesses 
are given a fair opportunity, without too much distraction, when they 
tell us what they know about these matters. Would you prefer they 
take their pictures and get out? 

Mr. Unzickxer. Whatever they wish. 
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Senator Futsricut. They do not disturb you? 

Mr. Unzicxer. They do not disturb me, and nothing disturbs me, 
sir. 

Senator Futerient. Well, that is perfectly all right, and you can 
go right ahead and tell your story. 

Mr. Unzicxer. I do not have a prepared statement. 

First I want to say, Mr. Chairman, I appreciate deeply and am 
honored to be called. I do not have a prep: ared statement. Wittingly 
I have made myself a spokesman for RFC and the many loyal em- 
ployees. I apologize to them right now because I am afraid I am 
going to be a poor witness for them. 

Senator Fuierient. Mr. Unzicker, by way of background, how 
long have you been with the RFC? 

Mr. Unzicker. Since March 16, 1932. 

Senator Fu.tsricutr. That was about when it started, was it not? 

Mr. Unzicxer. It was started, I think, just about a month and a 
half ahead of that. 

Senator Futsricnt. You are one of the oldest employees in point of 
service / 

Mr. Unzickrr. About one of the oldest, if not the oldest. 

Senator Douc.ias. You were appointed by General Dawes? 

Mr. Unzicxer. No, sir: I did not ever meet the general. I did not 
ever meet Mr. Jones in Houston, nor did I ever know him before I 
came to RFC. 

Senator Dovetas. But you were appointed by General Dawes? 

Mr. Unzicxer. I was requested to come to RFC 

Senator Dove tas. When General Dawes was Chairman ? 

Mr. Unzicker. Yes, sir. 

Senator Futsriegut. You came from Houston ? 

Mr. Unzicxer. Yes, sir. I was with the Federal land bank 
Houston for 12 years. 

Senator Futsrient. Prior to that time? 

Mr. Unzicker. Yes, sir. 

Senator Futsricnr. Are you married ? 

Mr. Unzicker. Yes, sir. 

Senator Futsricutr. Do you have a family? 

Mr. Unzicxer. I have a wife, a daughter, and a grandson. 

Senator Funsrienr. And you have been in the controller's office, 
in that division of RFC, ever since that time? 

Mr. Unzickxer. No; I was first chief accountant up until the 16th 
day of September 1932, when I was made assistant treasurer of REC, 
which position I held until I became assistant comptroller. I believe 
that was in the latter part of August 1946. 

Senator Fu.sricur. If you will just proceed in your own way, 
please. 

Mr. Unzicxer. I do not have a very long statement, and I want to 
be completely objective and completely helpful to the committee and 
to my country. 

First I want to say that I do not owe these five directors one thing. 
There is one director, however, that I think stands out among those 
five, and that is Director Cosgriff. It is my misfortune that I have 
not, in the short time that he has been there—it is my loss that I do 
not know him better. I do not want to hurt anyone, and I do not 
want to go into any details of some things that have happened in RFC 
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that affect other people, and I do not want to have to name them. 
Therefore I do not think it is necessary for me to go into the details 
that caused my resignation. It would just be a rehash of it and an 
explanation of some ‘of it. There is one thing 

Senator Futsricut. Mr. Unzicker, even though these photographers 
do not distract you, they do me. [ Addressing photographers.| I 
wonder if you would go on and take that picture and get out of the 
way. You are just standing there holding that thing making me 
nervous. Well, youmake me nervous. Go ahead and take the picture 
and then move out. I cannot follow the witness with you standing 
there. 

Mr. Unzicxer. May I explain that I am just a little fellow and 
pretty nervous. I am not afraid. 

Senator Futsricutr. I understand. They are making me nervous. 
I am not talking about you, Mr. Unzicker. 

Senator Doveias. I request these photographers to take the photo- 
graph the chairman suggests. 

Senator Futsricur. That is right; it makes me nervous. 

Now go ahead. 

Mr. Unzicxer. I think great harm has been done to a great body 
of loyal people to this man’s Government. They have given their 
heart and they have given their lives for RFC 

Senator Carenarr. Just what are you es ¢ Who did this 
= to these loyal employees ¢ 

Unzicxer. I think it stems from the investigation which was 
shite sly necessary and essential. 
Senator Carrnarr. You mean was necessary and essential / 

Mr. Unzicxer. Yes, sir 

Senator Carguarr. In other words, you feel this investigation was 
necessary and essential 

Mr. Unzicxer. Yes, sir: indeed I do; and I have some comments 
later on about the committee. 

But great harm has been done to those people, and I would just like 
to mention a few. 

Mr. Hadlock, who has rendered an outstanding service to his coun- 
try in the synthetic-rubber program, one of the best-operated pro- 
grams that has ever happened in this country. 

Senator Doueias. Has Mr. Hadlock been criticized ? 

Mr. Unzicxer. No, sir; he has not; but he is in such a state of mind 
now that I think he is ready to do battle, physical battle. 

Senator Carrnarr. What do you mean “in such a state of mind” ¢ 

Mr. Unzicxer. Because of the condition that exists in RFC. 

Senator CapeHart. You mean he wants to come before this commit- 
tee and tell the truth; is that it ? 

Mr. Unzicker. I do not think he would object to coming, Senator. 

Senator Carenart. Do you think he has something to tell this 
committee that might be of value to it ? 

Mr. Unzicker. No; I do not mean to imply that. I was just trying 
to make a point that harm has been done to the employees. We used 
to walk around with our chins up and our heads out for RFC. We 
were proud to be employees of it. That condition no longer exists, 
and it has affected the operations. 

Senator Caremartr. You said a moment ago that harm has been 
brought about by the necessity of this investigation. Will you repeat 





1590 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


again what you said a moment ago? I understood you to say you felt 
this investigation was necessary. Is that correct? 

Mr. Unzicker. I think it was absolutely necessary and essential 
and has done an outstanding service to the country. 

Senator Carenarr. You are talking about this investigation now 
that this committee has made? 

Mr. Unzicker. Yes, sir. 

Senator Carenart. Who brought it about? Who was responsible 
for all the trouble and confusion within RFC? 

Mr. Unzicxer. Why, it is a number of things, I would say. I am 
only trying to illustrate that we have loyal, hard-working employees. 
That is all I am tr ying to illustrate. 

Senator Fusricur. Well, vou go ahead and tell us the story your 
way, Mr. Unzicker, and we will ask questions. 

Mr. Unzickxer. The employee morale generally—and I just wante - 
to use one illustration; I could use any number of them—I might s: 
this, that I resigned very prec ipitously, and I did not get the - awe “ 
notice of acceptance of my resignation until late, I would say, after 

o'clock Friday. As an illustration of how the employees within 
RFC felt about my resignation, no fewer than 50 or 75 ganged up in 
my office and congratul: ited me for the stand that I have taken in 
their behalf, and they all feel the way I do, and I think they would 
walk out almost in a body if they did not have financial responsibili- 
ties and families, and they could not afford to do it. 

Those same employees feel that they have rendered an outstanding 
service to their country. The RFC has done an outstanding thing, not 
only in the way of putting out billions of dollars and getting ‘them 
back at a minimum loss, but there is intrinsic values over and above 
which you cannot measure by dollars. There have been families 
saved; there has been education saved during the period of 1932 up 
to 1935. Many of us who worked overtime; we have seen three shifts 
come on; we work night and day; and to have this happen is a shame, 
and it is a tragedy for this country; that is all there is to it. 

During the war we rendered invaluable service. We saved lives of 
boys; we took action; and I mean we worked hard; we had a tremen- 
dous job. Later on we were criticized by GAO for not having our 
books in good condition. God knows they were not, and God knows 
we should have taken a proper defense before the House Expenditures 
Committee at the time. We should have made flat admissions of what 
we did and why we did, but we did not lose money and we did not 
lose assets; we had administrative control worthy of any Government 
organization during the period. 

Accountants never get much recognition anywhere at any time. 
they have been given the dirtiest jobs to perform, and they are con- 
demned all the time, and they never get a chance to speak out. I 
think RFC has a future that can be rendered to this Nation second 
to none if properly conducted at the top with men of high integrity 
and ability, and I think that your particular bill setting wp one ad- 
ministrator with two deputies, if we can find—and I do not mean we: 
I do not have anything to do with it; I mean if proper capable men 
with integrity can be found. 

Now there has been a lot of misconception about the earnings in 
RFC. We have paid our way. We have made a surplus over and 
above all administrative expense, all losses, all reserves for losses, of 
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approximately $600,000,000. We have paid in actual money to the 
Treasury of the United States over $300,000,000. We have retired our 
capital from $500,000,000 to $400,000,000. 

It is true—and this has never been brought out properly, I think, to 
the attention of the committee, although you tried so hard to seek it 
out and get admissions from us and we did not give them to you in 
a straightforward manner—that a lot of those | earnings did come 
from loans which we had made to other Government agencies, like 
the loanto REA. A lot of it came from the fact that we did not have 
to pay interest on a lot of our capital. 

I would say that if it were possible to come to the true actual re- 
sults—and I do not believe it is humanly possible at this late date to 
get that result—that it would be a fair statement to say that we have 
broken even and have not cost the taxpayer one cent, and I think 
we have rendered such a service that is not measurable in dollars, 
and I am proud that I have been a part of that and have been able 
to play just a small part in it. 

coe: I will come to this committee. I honor, I respect it; I 
think they have done a magnificent job. I think in addition to the 
Senators that are sitting here on this committee that have conducted 
it, more particularly yourself, Mr. Chairman, there are others under- 
neath the surface who I also honor and respect, men like Mr. Ted 
Herz. who is an honorable, fair, just straight shooter from the shoul- 
der at all times trying to be of service, and has been of service to his 
country. 

I am just about through with my statement. I have only five main 
loves; one of them is my God; my family: my business associates; my 
friends; and the RFC; and, of course, Texas, because I come from 
Texas, 

God has endowed me with many things, but there are only three 
of them that I want to mention, and one of them is that I have a good 
constitution, and another one is that I have an abundance of energy, 
and I understand fair play and straight shooting. 

I would like to commend to this committee and to the Congress 
of the United States—and, remember, I am a small fellow way down 
the line that does not count for much—that enough has already been 
said about RFC, and a continuation of the smear of it is not rendering 
a service, in my opinion, as humble as it is, to this country. I would 
say that it is time now for the Congress to roll up its sleeves and take 
some concrete action, and that is—and this is what I would recom- 
mend—that they eliminate the five directors immediately, and I mean 
forthwith, today, not wait until tomorrow to let things continue as 
théy are; secondly, that in the resolution that an administrator of 
outstanding ability and his two deputies be named right in the resolu- 
tion; thirdly, that the duties of the two deputies to the Administrator 
be defined, one of them to take over the general operations and the 
other in effect maybe in a position similar to that of a controller. 

That is all I have to say, gentlemen, and I fear I have made a mess 
of things. 

Senator Futsrigut. No. Thank you very much, Mr. Unzicker. 

Senator Capehart, do you have some questions ? 

Senator Carenarr. You said a moment ago that this smear should 
stop. Do we understand you to mean by that that this committee has 
been smearing these people unjustly / 
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Mr. Unzicxer. I think a continuation of it gets in the class perhaps 
of that. 

Senator Carenart. I thought you said a moment ago that you 
thought the committee had done an outstanding job. 

Mr. Unzicxer. I certainly do. 

Senator Carrnarr. And the investigation was justified. 

Mr. Unzicxer. I certainly do. But there is a time to start things 
and continue it.and stop it also. 

Senator CapEHArrt. Ton recommend one-director control. Is that 
because you feel that the mess is so bad over there that only one man 
can straighten it out? 

Mr. Unzicxer. I think one man—I have set up what might be an 
ideal, perhaps, and maybe there is no such man exists—but if a man 
with proper ability and integrity and understanding, I believe he can 
take more prompt and direct action than five men can. 

Senator Carrnuartr. Have you been following these hearings, Mr. 
Unzicker? 

Mr. Unzicxer. Only in the newspapers. 

Senator Carenarr. Do you know each of the directors personally ? 

Mr. Unzicxer. I have met them. 

Senator Cargenarr. Are you called in their office quite frequently ¢ 

Mr. Unzicxer. I have never oeen called to the present five directors’ 
offices—I beg your pardon. One time I was called to Mr. Dunham’s 
office about a particular man; that an outsider was concerned about 
buying one of the assets that he thought we had, and it turned out that 
the asset was held by General Services Administration. 

Senator Carenart. Do you know Merl Young? 

Mr. Unzicxer. No, sir. 

Senator Carenartr. Do you know Mr. Dawson? 

Mr. Unzicxer. Yes, sir. 

Senator Carenarrt. Is it your opinion that Mr. Dawson has used in- 
fluence upon the RFC? 

Mr. Unzickxer. I cannot answer that of my own knowledge. 

Senator Carenarr. Tell us in your own way just exactly what it is 
that you felt as an employee of RFC—and you have been there some 
18 years, and in a very high position—tell us your observations of 
why you stated a moment ago that this investigation was justified and 
warranted. 

Mr. Unzicxer. Because of all that it has disclosed, based on what 
I read in the papers. 

Senator Carenartr. Did you know of any of the conditions existing 
that this committee has exposed 

Mr. Unzicxer. Not of the character that the committee has dis- 
closed ; I did not. 

Senator Capruartr. What character of situations do you know about 
existing that this committee has not exposed ? 

Mr. Unzicker. I know of none other than there are just operating 
complexities that have been compounded rec aie: 

Senator Carenarr. You just testified that this investigation was 
worth while and should have been made; should be carried on. What 
did you know about the situation that this committee uncovered ? 
Did you know anything about that? 

Mr. Unzicxer. Not a single thing; not one iota. 
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Senator Carenart. Did you have anything to do with loans‘ 

Mr. Unzicxer. No, sir. 

Senator Carenarr. Your job has been entirely that of keeping the 
books ¢ 

Mr. Unzicker. Well, there is a misconception of what an accountant 
is. It ismuch more than keeping books. You have a large stafi. That 
is part of it: yes, sir. 

Senator Carenarr. But you had absolutely nothing to do with mak- 
ing loans ¢ 

Mr. Unzicxer. Absolutely not; at no time during my entire 19 
years of service. 

* Senator Carenarr. But you do feel that the RFC internally is in a 
very, very bad condition ? 

Mr. Unzicker. I am sure that you can - ypreciate that that would 
be a fact without ever having gone into the building. 

Senator Carenarr. How long has it been in that bad condition ? 

Mr. Unzicxer. Well, it just gets progressively worse. 

Senator Carenartr. Why does it get worse?’ What do you mean by 
“gets progressively worse” ¢ 

Mr. Unzicxer. Well, employees say, “Well, these five men are not 
going to be here very long; so what’s the use’ Why strain and give 
forth all the effort that we can? It is no use. Let us wait until we 
know what is going to happen. We do not know whether we are going 
to be closed off ; we do not know whether we are going to operate; we 
do not know whether we are going to have an Administrator; we do 
not know whether we are going to have five new Directors; we do 
not know anything,” and the fact—it is just an accumulation of what 
is In effect. 

For instance, RFC is so complex that when the Directors take some 
action that I will illustrate, like you touch a link in a chain, it causes 
other links to wiggle, and it just starts a chain reaction that is difficult, 
maybe, for me to describe. 

Senator Carenartr. Whom did you consult before you tendered your 
resignation ¢ 

Mr. Unzicxer. I talked over the telephone to Mr. Jim Dougherty, 
our general counsel, and also to Mr. Ted Herz. 

Senator Carrnarr. Did anyone suggest that you tender your 
resignation ¢ 

Mr. Unzicxer. No, sir: that was upon my own free will. 

Senator Carenarr. Why did you talk to Mr. Ted Herz? 

Mr. Unzicker. Because he was in charge of the RFC audit, the 
original RFC audit. When he.came into RFC the very first day, I 
Was appointed the liaison officer, so to speak, between Mr. Herz and 
the rest of RFC. 

Senator Dovugias. This was the study that he made for the Hoover 
Commission ¢ 

Mr. Unzicxer. No, sir; this was the original audit report ending, I 
believe, June 30, 1945, and the interim report was rendered in June 
of 1946, and during that course I became well acquainted with the 
man and respected his honesty and integrity and ability, and I needed 
advice. 


Senator Dovgias. I may say that that has been our experience. too. 





80585—hi1—nbt. 3 28 




































































































































































































































1594 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Senator Carenart. Mr. Unzicker, I believe you gave the newspaper 
men as your direct reason for resigning the fact that Mr. Donald 
Smith telephoned you and ordered you to produce certain records 
and certain information by today. 

Mr. Unzicxer. I wish to make this statement. Mr. Walsh fron 
the Star came out to the house and spent an hour and a half with me 
Saturday night. I have never run into a man that I, in such a short 
time, respected his ability as a reporter. He rendered an excellent 
report of what I had to say. I respect the confidence that I gave him 
because I told him some things so that he would have a proper back- 
ground that he did not print, and he respected my confidence. 

Senator CaprHart. Will you tell this committee exactly what you 
told Mr. Walsh? Tell the committee the “background” that you gave 
Mr. Walsh. 

Mr. Unzicxer. I have no objection to doing that, and may I answer 
your original question ¢ 

Senator Carenart. Well, I want vou to tell the committee, first, 
the background that you gave Mr. Walsk. Tell this committee ex 
actly what you told Mr. Walsh. 

Mr. Unzicxer. I do not know that I can tell you exactly. 

Senator Carrnart. Well, in substance, tell us what you told Mr. 
Walsh. 

Mr. Unzicxer. In substance, what he wrote in the paper, because 
| said he did a good job of reporting, and in substance that is what 
he put in the paper. 

Senator Carenart. Then you did not tell him anything other than 
what he wrote in the paper? 

Mr. Unzicxer. I showed him my resignation, which did not get 
into the paper. 

Senator Carenart. Did you tell him anything other than what was 
reported in the new spapers ¢ 

Mr. Unzicxer. Yes, sir; I did. 

Senator Carenart. Will you tell the committee what that was? 

Mr. Unzicxer. I will, to the best of my ability, sir. I may forget 
something. 

I started back as a result of GAQO’s interim report that started 
the first reorganization within: RFC that caused a Controller to be 
appointed. I did not tell him this man’s name, but his name is M1: 
Burrows, and he was the first Controller of RFC. It was felt neces- 
sary, so I was told at the time, to get an outsider because of the 
criticism that was directed at RFC because of the manner in which 
they kept their books, their records. 

Mr. Burrows did an outstanding job for RFC. He was a man 
of high integrity and great ability, and I worked my heart out to 
help him work out his program. Unfortunately he did not stay with 
us very long. He left, I think, in December of 1947. Then the job— 
this is what I told him—then the job was vacant from that time unti 
I think, about the middle of February, when they were looking for 
a new Controller. 

Mr. Considine was then brought in as Controller. He at that time 
was working for F. L. Jacobs Co. at Indianapolis, and he was on leave 
from RFC 

Senator Caprnart. What was his name? 

Mr. Unzicxer. J. W. Considine. 
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Senator Carenart. He was on leave from RFC? 

Mr. Unzicxer. That is correct. 

Senator CareHart. Took leave of RFC and worked for the F. L. 
Jacobs Co. ¢ 

Mr. Unzicxer. At Indianapolis, Ind. 

Senator CareHart. How long did he work for F. L. Jacobs Co. 

Mr. Unzicxer. I am not too sure, but perhaps 14 or 18 months. 
[ am not too sure. 

Senator Fursrieur. I think Mr. Considine testified last summer 
that it was 7 or 8 months that he was there. 

Senator Carenarr. He later returned to RFC as Controller; is that 
correct ? 

Mr. Unzicxer. Yes, sir; and then he resigned on September 16, 
1950. 

Then the job of Controller became vacant again from that day until 
September 4, at which time Mr. Kenyon came in. Mr. Kenyon—— 

Senator Carenarr. Let me ask you this question: What was it that 
Mr. Smith asked you to do that caused you to resign ¢ 

Mr. Unzicxer. That was the question you asked a while ago that 
[ was ready to answer. 

He in effect did not cause me to resign. It is kind of like the straw 
that broke the camel’s back. I had been toying with the idea, and, 
well, I do not want to get into what was said on the telephone and 
the manner in which it was said, but it just was a little bit more than 
I was able to take that precipitated it. 

Senator Caprenarr. What was it he said to you ? 

Mr. Unzicxer. I made no notes of what was said to me, and what 
he said was not too important. I played on a team and I played the 
team idea to the hilt, and what he said would not have disturbed me 
one iota, but it was the manner in which he said it that did disturb 
me—that broke the camel’s back. 

Senator Carenartr. Describe that manner, will you, please? 

Mr. Unzicker. As an illustration, he said, “I am hearing rumors 
down there that you fellows are practically laying down on the job.” 

And he said, “The Board of Directors have ordered this thing done, 
and you've got to get to work now or we will have to clean house, 
and the Board is going to have to get somebody else that will clean 
house.” ; 

Well, for 2 weeks. without even the courtesy of being called to the 
Board and saying that “We want you to assume the Office of Con- 
troller,” I did assume it and was working my heart out; and to have 
that kind of statement in the manner in which he stated it was just a 
little bit more than I was able to take. 

Originally, Senator Capehart, I said ail I could do is to explain 
my reasons for doing what I did. 


It would be repetitious; I do not 
believe it would serve any purpose. 


We get into names of people, and 
it is an operating condition that exists in any organization. 

Senator Fu.srieut. Mr. Unzicker, just to make the record clear. 
the Board had ordered a reduction from 31 to 10 fiseal officers: had 
it not ? 

Mr. Unzicxer. Yes, sir. 

Senator Fuisricnt. Which is a very large undertaking: that is a 
shrinking of the organization. It would naturally take time. and 
should take time, to be done in an orderly manner; is that not correct ? 
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Mr. Unzicxer. Correct. 

Senator Futsrient. That is what caused this great difficulty and » 
great deal of work. 

Mr. Unzicxrr. That added to our difficulties and our complexities; 
yes, sir. 

Senator Funsrieur. It was as a result of that undertaking that 
they became impatient with the progress you were making, but it was 
over that aspect of your work—— 

Mr. Unzicxer. And they should have foreseen that those criticisms 
and disruptions and this joint method of taking 31 complex offices 
and setting them down rather precipitiously without a proper study 
and flow of your work on your documents—and the primary concern 
of all of us small “hired help” guys was the service to our borrowers 

Senator Carenarr. What were Mr. Smith’s duties! What have 
been his duties? 

Mr. Unzicxer. He was in the personnel office during the war, and 
when Mr. Dawson resigned I think Mr. Elliott then became Chief of 
the Personnel Division, and Mr. Elliott has since retired. Then Mr, 
Smith became personnel director. 

Senator Carrnarr. Was this the first time you ever had a run-in 
with Mr. Smith ? 

Mr. Unzicxer. Well, I would not like to put it as “a run-in.” 

Senator CapeHart. State it in your own words. 

Mr. Unzicxerr. This is going to sound like bragging, but I do not 
intend it that way: If I have a job to do, or a thousand jobs to do, I 
want to get them all done promptly, quickly and frugally, economi 
cally. The personnel procedures are something that I am not too 
familiar with. They were right technical, and the grade structure 
is something that is very important to the operation. And Mr. Smith 
and I have never had what you would say “a run-in.” We did not 
have it over the telephone Thursday because, regardless of how he 
talked to me on the telephone, I treated him like a gentleman and I 
spoke in a low tone of voice, and I was calmer than I had been in any 
2-week period of my life, because I knew my course of action, and I 
knew it was right. 

We have had firm discussions about our problems, and we have 
never had a run-in in our entire period of association. 

Senator Caprmarr. Was it your understanding that all RFC em 
plovees had to be cleared with the White House with Mr. Dawson’ 

Mr. Unzicxer. Never heard that, sir. 

Senator Carenart. Did you have anything to do with hiring em 
plovees of RFC? 

Mr. Unzicker. I have had the pleasure and the opportunity and I 
have exercised some good judgment, and I have exercised some poor 
judgment in interviewing people and making recommendations looking 
toward the employment, and many of them have been employed. 
Some have been mistakes. Fortunately, most of them are on the right 
side of the ledger. 

Senator CapeHart. When did RFC start falling apart? 

Mr. Unzicxrr. I would say right after the interim report. 

Senator CarprHarr. What? 


Mr. Unzicxer. The interim report rendered by GAO in June of 1946. 


Senator CArEHART. June 1946? 
Mr. Unzicker. Yes, sir. 
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Senator CareHartr., That was the report that criticized the book- 
keeping methods? 

Mr. Unzicxer. Yes, sir. 

Senator Carenartr. And the personnel from that time on lacked 
interest in RFC; is that right / 

Mr. Unzicker. There has been one change of one kind or another 
ever since. Just think, in a 4-year period of having four different 
comptrollers in there, as to one in an operating problem as difficult 
and complex as they are with the change at the top directors also. 

Senator Carenarr. Was this report correct / 

Mr. Unzicker. T he interim report ¢ 

Senator CAPEHART. Yes. 

Mr. Unzicker. I would say that it was absolutely 100 percent correct, 
and Mr. Herz has been told by me that I think he did a disservice by 
writing such a sensational re port, but on the other 2 ind I told him I 
understood why it was almost necessary to couch it in the language 
that he did that caused sensationalism was that he. gether me, and 
he and Mr. Bordner, his boss, had tried to wake up the R FC Board of 
Directors, and this was the only way that they thought they could 
do it. 

Senator Carenart. Then the report was, in substance, correct / 

Mr. Unzicker. I would say that it was 100 percent, Senator. 

Senator CAreHart. The report was justified / 

Mr. Unzitcker. I would say—well, I would have to repeat just what 
[ got through saying in the answer. If you wish me to, I would be 
glad to repeat it. 

Senator Futericut. Mr. Unzicker, that was an official report of the 
Comptroller General and had the approval of Mr. Warren. 

Mr. Unzicxer. Oh, I recognize that absolutely, that is right. 

Senator Fuutsriciutr. Senator Bricker? 

Senator Bricker. I would like to ask one or two questions, Mr. 
Unzicker. 

You said in your judgment this investigation ought to cease now. 

Mr. Unzicxer. Yes, sir. I am quite’a story-teller, but this story I 
cannot tell, I am afraid to illustrate it. 

Senator Bricker. I do not want you to tell any stories, I just want 
to get your answer. 

Mr. Unzickxer. I believe that all the real constructive good that this 
committee can do has been done. Perpetuation of keeping RFC’s 
name alone, if we are to render a service—I am sorry, I am not longer 
with it—if RFC is to render a service, a continuation of its name in 
the paper that high lights sensational things that are pertained to it, 
cannot be good: for any organization. 

Senator Bricker. You mentioned that you did not think the smear 
should continue. I think you used the term “smear,” did you not? 

Mr. Unzicxer. I apologize for that word “smear,” because I did 
not honestly mean that. 

Senator Bricker. The truth cannot be a smear, can it? 

Mr. Unzicxer. No, sir. I did not mean that in a sense of the true 
definition of the word. I did not mean that. 

Senator Bricker. If there is anything further to be revealed of a 
truthful nature, would you object to doing that ? 

Mr. Unzicxer. No, indeed. And I think if you get the kind of an 
administrator that I was talking about and the kind Senator Fulbr ight 
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is talking about, he would take direct action far quicker than thi 
committee could, without the harm it is doing to the country now. 

Senator Bricker. You mentioned Mr. Hadlock a while ago wh 
administers the rubber program. There has never been any criticisn 
by this committee or anybody else that I know about on that. 

Mr. Unzicxer. I am sorry I even mentioned his name. That i: 
absolutely true, and he has been complimented by several committee: 
of the Congress for his outstanding job. I was just trying to illus 
trate there is a man whose heart has been broken by a culmination 
of things, a multitude of things that have happened around here, to 
such an extent that he is ready to do physical battle with people tha 
are making his job almost impossible, and there is a man that has doi 
an outstanding service and is doing and can continue to do an out 
standing service for his country. 

Senator Bricker. The rubber program has been run practically 
independent of RFC control, has it not? 

It is a separate division that has nothing to do with the lending 
authority. 

Mr. Unzicxer. It is under the board of directors. 

Senator Bricker. It has nothing to do with the loaning power, 
has it? 

Mr. Unzicxer. It has not; no, sir. 

Senator Bricker. The same is true of the tin smelter and its 
operation. 

Mr. Unzicxer. There is another man that the Government cannot 
afford to lose, and it is high time that the Congress does something 
in the way of rolling up their sleeves and do an objective job again. 
They have done one excellent objective job in having this committee 
investigate RFC, and I hope to goodness, as a citizen of the United 
States, that they do not wait 4, 5, or 10 years to do it again before it 
gets in the shape it got in. 

Senator Bricker. There is no reason why the tin program or rub 
ber program could not be just as efficiently and effectively ae: 
say, under the Commerce I Yepartment. is there, rather than RFC? 

Mr. Unzicker. I would doubt that, sir. 

Senator Bricker. Why ? 

Mr. Unzicxer. Because, first, the head of the Commerce Depart 
ment is a political appointee, and I do not 

Senator Bricker. You mean the RFC members are not ? 

Mr. Unzicxer. What is that? 

Senator Bricker. You mean the RFC members are not ? 

Mr. Unzicxer. I think that as a political appointee he has respo! 
sibilities to the President of the United States. whereas the Directors 
or an administrator of RFC, has a responsibility to the Congress, and 
that in my opinion is where it belongs. 

Senator Bricker. Is there any other department of Government 
where they could be operated ? 

Mr. Unzicker. Not, in my opinion, nearly as satisfactory as right 
where they are. 

Senator Bricker. Do you think they ought to continue under RF‘ 

Mr. Unzicxer. Yes, sir; and I think RFC can do an outstanding 
job for its government, ves. I failed to mention something, and that 
is this: That I believe with all the fiber within my being, that if RF‘ 
continues in existence it must be given a job to do, and I mean a chal 
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lenging job. We are almost in war. We did a magnificent and an 
outstanding job in the last war. I think we can do it again with a 
proper head, and if we do not get, and if Congress does not see fit 
to give us an outstanding job to perform, I think we should be closed 
up and knocked in the head as quick as we can, because otherwise the 
personnel is going to stagnate, and when anything stagnates the first 
thing you know it is rotten, and the first thing you know everybody 
smells it. 

Senator Bricker. And again the war work had no particular con- 
nection with the RFC loaning that has been primarily under investi- 
gation here ¢ 

Mr. Unzicker. It is such an insigrificant, cumbersome part that we 
are playing that it is practically nil. 

Senator Bricker. You mean now ? 

Mr. Unzicxer. Right. And it is so cumbersome under the pro- 
cedure, it is so indirect 

Senator Bricker. In the last war you played a main part. 

Mr. Unzicker. In the last war we did, but in this war we are so 
hamstrung that we cannot play any decent part. 

Senator Bricker. But the war program during the Second World 
War had no direct relationship to the lending authority, such as here 
under investigation, had it? 

Mr. Unzicxer. No, sir. 

Senator Bricker. It was just because the RFC was there and could 
be used and was well used, I think, in that program. 

Mr. Unzicxer. And I do not think was abused. 

Senator Bricker. I do not either, and I think you came in in 1948 
and made such a report. 

Mr. Unzicxer. RFC started to disintegrate when a man like Mr. 
Jones—well, one tragedy after another. A man like Mr. Jones gets 
kicked out. 

Senator Carenart. Were the directors capable and. efficient ? 

Mr. Unzicker. Which directors ? 

Senator Carenmarr. Any of them. 

Mr. Unzickxer. Well, now, that is a very difficult question to an- 
swer, and it would almost take a book for me to answer that. properly, 
but—— 

Senator Capenarr. In your your opinion, were any of the directors 
efficient ? 

Mr. Unzicxer. Individually, yes. I had some personal difficulties 
with Mr. Bodman, but in my opinion there was a good business man 
and a good director, and respect him. 

Senator Carpenart. Then if they were efficient and capable why are 
you recommending one administrator ¢ 

Mr. Unzicker. Because, there was one director that was so ham- 
strung by the other four that he got out. He found himself in an 
impossible position and he could not render the service that he came 
down here to render. 

Senator CarprHartr. Did you testify a moment ago—who did you 
testify you talked your resignation over with? 

Mr. Unzicxrer. Mr. Jim Dougherty, first, who is the general counsel 
of RFC, and then Mr. Herz. 

Senator Capenarr. And who did you discuss the advisability of a 
one-man directorship with ¢ 

Mr. Unzicker. No one. 
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Senator Carenart. The present five directors RFC, would you say 
they are efficient and capable? 

Mr. Unzicxer. In my opinion, no. 

Senator Caprnarr. Nota single one of them ? 

Mr. Unzicxer. I mentioned how I felt about Mr. Cosgriff, and | 
do not know him well enough to go much further than I did, but based 
on my limited contact, it is my loss that I do not know that man matter. 

Senator Carruarr. What you are saying is that Mr. Cosgriff i 
only one of the five that you consider ¢ apable ? 

Mr. Unzicxer. He i is the only one that I respect in two measures, 
ability and being a man’s man and with his feet on the ground. 

Senator Carenart. What is there about Mr. Cosgriff you like? 

Mr. Unzicxer. Because he has understood our problems, has tried 
to deal with them in a businesslike way, and was forestalled in my 
opinion, by the other directors. 

Senator Capruartr. How many times have you talked with Mr. Cos 
griff ? 

Mr. Unzicxer. Not a single time, except in the board when others 
were present, other board members and other people. 

Senator Carpenarr. How many times was that / 

Mr. Unzicxer. Oh, I do not know, maybe 15 or 20, brief periods of 
time on various and sundry problems. 

Senator Carenarr. Has there ever been a time that RFC had a set 
of directors, or a board of directors that you considered efficient and 
rapable / 

Mr. Unzicxer. Yes, sir. 

Senator Carenarr. When was that? 

Mr. Unzicxer. I would say that that was prior to the time that 
Senator Henderson became Chairman of REC. 

Senator Carenarr. When was that, how many years ago? 

Mr. Unzicxer. I really do not know, but it must have been 9 or 10 
years. I do not know exactly, sir. 

Senator Funtsricur. It was 1945, was it not, after Mr. Jones left / 

Mr. Unzicxer. I believe that is right. I am a little confused. 

Senator Futericur. Mr. Unzicker, when Mr. Jones was there, in 
effect, he was the Administrator of the RFC, was he not / 

Mr. Unzicxer. No doubt about it. 

Senator Futsrigntr. What you were saying a moment ago, if I 1 
derstood you correctly, is that you feel that an Administrator tie 
has the responsibility ‘and authority could do a job of reformation ot 
reorganization of the RFC to preserve it and make it an effective 
agency; is that not what you intended to say / 


Mr. Unzicxer. Yes, sir: provided one other thing, Mr. Chairman, 


and that is that they are given an outstanding job to do. 

Senator Futsricur. Yes. We are coming into a period in which 
there is a job to do if they are given it, that is, in war and the many 
activities connected with war, similar jobs to that which they did in 
the last war. 

Mr. Unzicxer. But if we are not cleaned up pretty quick 

Senator Funsricutr. That is what I mean. 





Mr. Unzicxer. Nobody would give us anything, and rightly so 
Senator Futsricur. I would like you to know that I am in agree- 
ment with you about this reorganization of RFC, and I am just trying 
to make it a little more precise as to what your views are. I think they 
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are the same as minegs to what can be done with the RFC if it is prop- 
erly organized. 

Mr. Unzickxer. But I would add one thing, and I think this is your 
view, and as a matter of fact should be twisted around, because my 
views are not very Important, whereas yours are, so it would be more 
proper to say that, perhaps, my views are your views. 

I think in any situation whe ‘re there is a job to be done, and I think 
we can do it, but I do not think that we should continu: ally keep harp 
ing and harping, but [ think there is a time to roll up your sleeves 
and do something about it, either one way or the other, either close it 
up or give some body an op portunity to ti ake hold and doa job. 

Senator Carruarr. Mr. Unzicker, you said a moment ago that - 
ought to be “cleaned up.” Do you mean by that that it has been dirt: 

Mr. Unzicker. I have been reading the new spapers, sir. 

Senator Carenarr. What is your opinion of it’ Is it your opinion 

needs to be cleaned up! 

Mr. Unzicker. Indeed it must need cleaning up. 

Senator Carenartr. In what way does it need to be cleaned up? 
Have they been making bad loans’ Is it their policies over there? 
Have they been playing favoritism ¢ 

Mr, Unzicker. All I know on that score is what I read in the papers, 
Senator Capehart. 

Senator Carenarr. You have not observed any favoritism or in- 
fluence? You have not observed anything wrong with RFC other than 
what you have read in the newspapers ? 

Mr. Unzicxer. Oh, ves: I have observed some things that are 
wrong. 

Senator Carrmarr. What are they? 

Mr. Unzicker. Some of our operating procedures are wrong. 

Senator Carrnmarr. I think you already testified you knew nothing 
about the loans, whether they were good or bad. 

Mr. Unzicxer. I know that we have a wonderful record, insofar 
as record of losses is concerned, only $132,000,000 charged off with an 
additional reserve of some 850,000,000 set up, against, L believe, it was 
16 billion of authorizations and 11 billion actually disbursed. I think 
that is a record that hardly any bank in the country can measure up 
to and remember, we are making ragged-ended loans, the kind that 
perhaps nobody else will make. 

Senator Doveias. Mr. Unzicker, with respect to the Members of the 
Senate, Senator Aiken issued a statement yesterday based on his ex- 
perience as chairman of the Executive Expenditures Committee, that 
the financial record of RFC was favorable in part because some of the 
previous leaders of RFC had been successful in selling Government 
properties which they had to other agencies of Government at a high 
price and bailed RFC out by merely transferring losses to some other 
agency of Government. Senator Aiken does not talk loosely, and this 
is based on his experience as chairman of the Executive Expenditures 
Committee. What is your judgment on his comment ¢ 

Mr. Unzickxer. I know nothing about any—I read that article 
and J ane nothing whatsoever of any situation where that has hap- 
pened. I do know, as previously stated, that some of our earnings 
came from loans that we made to other governmental agencies where 
we were paying 1 percent interest to the Treasury of the United States 
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for our money and the Congress has seen fit to pyt in the law the rat. 
of interest that we must char ge REA, which would, say, be 3 percent 

Senator Doveras. You know, do you not, that some of us, including 
the Senator from Illinois, have advocated for a long time that the 
Government agencies borrowing from the Treasury should pay cw 
rent rates of interest. 

Mr. Unzickxer. That is correct, but there was one time— 

Senator Doveras. Was not the financial condition of RFC due to 
the fact that they paid very low interest ? 

Mr. Unztcker. That is correct. 

Senator Dovueias. And that therefore part of the favorable finan 
cial position of RFC has been due to this juggling of the interest rate / 

Mr. Unzicxer. I think, though, if we could get the real answer | 
believe, without fear of contradiction, that the RFC has at least, afte: 
considering all the interest that we have earned from other govern 
mental agencies, and the fact that we did not pay sufficient interest to 
the Treasury for all of our operating funds, that I believe it would 
have been on a break-even basis. 

Senator Doveras. That is, the losses have been about equal with 
the interest received ? 

Mr. Unzicxer. That is correct. Expenses—— 

Senator Dovucias. The interest has not really been earned on the 
money borrowed. 

Mr. Unzicxrr. It has paid for all the losses and paid for all the 
administrative expense with the result that RFC 

Senator Douveias. With no net gain to the Treasury. 

Mr. Unzicxer. I would say that would be about right. 

Senator Fursrient. I did not understand you to mean that there 
would be no yield to the Treasury. I understood you to say if RFC, 
throughout its history, had paid the going rate of interest to the 
Treasury on all money used, and taken into account all losses, all 
administrative losses, RFC would have broken even; is not that what 
you said ¢ 

Mr. Unzicker. Yes; plus a little bit more. 

Senator Futsrient. You say at least even. You think it might 
have been a little — 

Mr. Unzicker. I did not mean that. There is more to the problem 
than you state. The RFC first did not pay any interest on its capital. 
Second, it did not pay interest on some funds that had been appro- 
priated—well, that is wartime stuff, I am sorry—then it made loans 
to other governmental agencies, and RFC was not paying the proper 
rate of interest to the Treasury of the United States with the result 
that it made profits on loans to other governmental agencies. So if 
we would have paid our way, like contributions to civil service, proper 
rate of interest, interest on all of our capital funds, I believe if it 
would be humanly possible to get the answer I believe it would be about 
a break even. 

Senator Futsrienr. Just one other point, and I do not want to delay 
you too long, but you mentioned the item that Senator Aiken had re- 
ferred to. Could it be that he had in mind some of the activities 
which occurred during the war? You say that you know of no 
instance in which the plants or properties had been, in effect, palmed 
off on other agencies at a good price. I wonder if you would recall 
that Congress by special resolution or act, forgave some 12 billion 
of RFC indebtedness representing money that was used for direct 
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ubsidies and, I think, for defense plant and other activities during 
the war. Could it be that it was that field that Senator Aiken was 
referring to in his statement ? 

Mr. Unzicker. I would not think so from the language that was 
used in the article that I read, because it sounded like it would more 
nearly fit our lending program. 

Senator Futsrient. I thought that was what he had in mind. We 
did forgive 12 billion 

Mr. Unzicxer. Nine billion three, sir. 

Senator Futsricur. I thought we had two shots at it, one was nine 
three and the second one was two or three. 

Mr. Unzicxer. The other was relief funds of some 2 billion 300 
million. 

Senator Futsrient. Direct subsidies? 

Mr. Unzicxer. Way back in the 1932, 1933, 1934 period, that was 
relief. 

Senator Funsrieur. I am trying to criticize that. I am merely 
trying to say that in the proper accounting, if that transaction was 
properly handled, that had nothing to do with your ordinary busi- 
ness transactions or your lending program. It was a special wartime 
expenditure, whether you did it or some other agency, it would have 
been in the cost of the war, is that not true ¢ 

Mr. Unzicxer. There were two bites; one was relief in the 1932-33 
period, and the other was war; that is correct. 

Senator Fursrieut. They had nothing to do with your lending ac- 
tivities, your business lending activities or regular work. It was the 
case of an expenditure which would have been made, I presume, by 
some other agency if you had not done it. It did not evidence any 
lack of efficiency in the operation of the RFC, did it? 

Mr. Unzicxer. Not in my opinion it did not. 

Senator Futsricur. Theoretically, at least, that was the approach? 

Mr. Unzickxer. That is correct. 

Senator Fu.srieur. Just one or two other things: 

A copy of your resignation—I wonder if you would mind submit- 
ting one for the record, if you have one with you. 

Mr. Unzicxer. I would also like to, if I may, include the condi- 
tions under which I would have accepted the responsibilities, because 
| am not known as a shirker, and I do not want anybody to think that 
Il was. 

Senator Futsricutr. We will insert that in ‘on record at this point. 

(The documents referred to above follow: 


PROPOSED LETTER REFLECTING THE CONDITION TO WHICH THE WITNESS REFERRED 


Marcu 16, 1951. 
Mr. W. E. UNzIcKER, 
Assistant Comptroller, 
Reconstruction Finance Corporation, 
Washington, D. C. 

DEAR Mr. UNziIcKeR: It is understood that you will accept the responsibilities 
f the Comptroller's office, and that at least for the time being you will not 
iccept the title of Comptroller or Acting Comptroller, only upon the following 
onditions: 

1. That you will report direct to the Board of Directors 

2. That your responsibilities will be immediately defined and placed in writing 
nd that an official announcement will be made to the personnel of the Cor- 
poration 















1604 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


2 


8. That with the exception of laws, rules, and regulations pertaining to civi 
service and budget apportionments for the Comptroller's office, you will b 
given a free hand in selecting your assistant, with right of redelegation of a 
or any part of your authority to him; that he will have all your authority and 
responsibilities in your absence, and further that you are given full authority 
to conduct the entire office of Comptroller without undue interference, I herel 
accept the foregoing terms and conditions. 
Very truly yours, 

. Chairman, 





RESIGNATION LETTER PRESENTED BY THE WITNESS 





Marcu 16, 1951. 
Mr. W. ELMER Harner, 
Chairman, Board of Directors, 
Reconstruction Finance Corporation, 
Washington, D. C. 

Dear Mr. Harser: I hereby tender my resignation effective as of the close of 
business today for the following reasons: 

1. Conditions not of my making and for which I have had no responsibility or 
control over have destroyed my usefulness to the Corporation. 

2. My responsibilities, which I understand from Mr, Don Smith in his telephone 
call to me yesterday afternoon, are such that they are impossible of performanc 
and I am left with no other recourse than to leave and make room for someone 
else to carry on. 

3. The directors have not seen fit to call me to sit down and discuss the many 
problems that have arisen as a result of the precipitous action of the corporatio: 
in establishing the 10 fiscal offices. Operating problems that need serious, prompt, 
and business-like consideration and understanding cannot be obtained unless the 
directors themselves define and set down, in writing, clearly what my responsi- 
bilities are to them. 

What the directors think my responsibilities are I have no way of knowing 
unless I am properly advised by them. 

4. I was advised, among other things, by Mr. Don Smith, over the telephone, 
as set out above “that I am telling you that the board holds you responsible for 
the operations of the comptroller’s office * * *” and that he wanted a report 
by Monday for the directors as to— (a) the conditions in each fiscal office; (bh) 
what the troubles are; (¢c) what corrective measures need to be taken; (d) when 
would such measures be completed, and (e) that if we could not do it the Dire: 
tors would clean house and get someone else who could and would. 

I have, without word from the Directors, assumed the responsibility of the 
office of comptroller and have worked hard and diligently since the effective date 
of the resignation of the comptroller (March 2, 1951) to work out methods of 
handling the fiscal and administrative operations in the most expeditious econom 
ical and efficient manner. Much progress has already been made, and more could 
be made in the near future, if handled in an orderly and business-like manne: 
rather than, as suggested by Mr. Smith, in the next 8 or 4 days. That is an 
impossibility. 

5. I cannot afford to jeopardize my health in an attempt to handle the difficult 
problems with which we are confronted, and which I have apparently inherited 
that exist in dealing through the present office of executive manager and assistant 
executive manager, who have neither the capacity or ability to comprehend what 
the problems are and how to deal with them. 

For your information as of today I have completed 19 vears of service with the 
Corporation (1 have devoted over 31 years of service to our Government, includ 
ing about 1% years in the Air Service in World War I), and I believe I can say 
without fear of contradiction that all my associations during this entire period, 
from Mr. Jesse H. Jones on down, will, without exception, state that I have been 
a fearless, intelligent, tireless, and hard worker with a thorough grasp of how 
to meet the problems of the Corporation. They will also bear witness that I have 
never shirked my responsibilities. 


I can assure you that I have a reputation, this you ean verify if you care to take 
the trouble to find out, of getting any job assigned to me done premptly, efficiently, 


and in harmony with all the members of the team. However, as explained above 
conditions are such here in the Corporation that it is impossible for me to con 
tinue to be of such service 
Very truly yours, 
W. E. UNZICKER, 
Assistant Comptroller. 
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Senator Futsrigur. Do you have any comment to make about the 
present Directors, for the information of the committee, just by way 
of summary’ I do not want a long statement. I was just wondering 
if there was any further information you wanted to give us about 
the present Directors. 

Mr. Unzicxer. I think if I did my statements would not be the 
objective kind of statements that I would like to talk about. 

Senator Futsricuyr. Very well. Any further questions 4 

Senator Carenart. In other words, you do not think much of them, 
is that what you are trying to say ¢ 

Mr. Unzicker. All except Mr. Cosgriff, and I do not know the man 
too well, and it is my loss that I do not know him better. 

Senator Futsrigur. Thank you very much, Mr. Unzicker. 

Mr. Rowe, will you come forward and be sworn. 

Do you solemnly swear to tell the truth, the whole truth, and noth- 
ng but the truth, so help you God ¢ 

Mr. Rowe. I do. 


TESTIMONY OF C. EDWARD ROWE, DIRECTOR, RECONSTRUCTION 
FINANCE CORPORATION 


Senator Futsricnt. Give your name and address to the reporter. 

Mr. Rowe, I want the record to show that you are here at your own 
request with a statement to be given to the committee, and we are 
very glad to have any material you would like to submit at this time. 

Mr. Rowe. Thank you. C. Edward Rowe, Athol, Mass., Director 
of the REC. 

Gentlemen, I would like to make this statement, if I could, and 
then handle the questions when I have completed the statement, if 
I might ? 

Senator Futsrigur. What is that? 

Mr. Rowe. The suggestion was that I be allowed to complete my 
statement before I am asked any questions. 

Senator Carenarr. You prefer not to be asked any questions before 
you complete vour statement ¢ 

Mr. Rowe. Yes, sir. 

Senator Futsricur. We can put your whole statement in the record 
in full, and then you can read it, so in case there is any interruption 
the whole statement will appear in the record without interruption. 

I personally have no feeling about it, but it is very difficult to con- 
trol the questioning. 

Mr. Rowe. It is a short statement, Senator, and I think that I 
probably could handle it better and save the committee time if L could 
complete it. 

Senator Futsrienr. Do you have your attorney with you, Mr. 
Rowe ? 

Mr. Rowe. I have no attorney. 

Senator Fu.terieur. All right, you may proceed. 

Mr. Rowe. Thank you. 

In view of the recent report of this committee, I welcome the op- 
portunity to spread upon the record the actual facts to dissipate all 
unwarranted inferences and clear up any false ideas created by in- 
nuendo, 
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On October 3, 1950, I took office under an interim appointment Don 
Since that date, as a Director, there is not a single act or action o! T hay 
mine that this committee, or any individual member, has charged | became 
or could charge, was actuated by friendship, favoritism, or influenc: , ment. 
Every act, every y judgment, every decision has been based on independ I pe 
ent appraisal of the merits of the problem and, in the best interest: pages ¢ 
of the Corporation, judged by good business standards. I kn 

October 3, 1950, is the date to remember when there is referenc: the rep 
to the use I made of the authority vested in me as a Director. Fron p Novem 
that date, acting as a Director, I stand upon my record and am proud | I dic 
of it. Prior to Oetober 3, 1950, no credit or blame can be attached p of the 
to me, as a Director, despite the manner in which the report is a: Che Ri 
sembled and the confusing use of captions. been of 

‘To correct the record, my appointment is for 1 year. of this 

Please permit me to believe that my appointment was in the natur obtaine 
of a promotion for work well done as a Director of the Smaller Wa: machin 
be ints Corporation. Upon the conclusion of my work with the Smal! T want 

r War Plants Corporation, the President acknowledged my service : it for $ 
in the public interest and expressed the hope that I would be avail | Krock 
able for further service in the Government. From that time, because pF = Actual 
of my work with that Corporation, there has been talk of my being several 
appointed as a Director of the Reconstruction Finance Corporation. [ha 

Any allegation of favoritism and/or influence by this committee, Dallas 
involving abuse of my authority as a Director of the Reconstruction by me | 
Finance Corporation, unless substantiated, should not have been made. Ment # 

I believe this committee is willing to correct any false impressions F Phe 
about me as a Director for which the committee might have bee: 30, BOS 
unwittingly responsible, and make such corrections as a matter of 1 . 
record. bi ys 

Let me state for this record that I voted for the Kaiser-Frazer loan, - the 
with restrictions on materials and prices. This vote was absolutely cane ; 
my own decision, arrived at independently, and after due considera ae 
tion of its merits. om » 

I was not a Director at the time, nor did I have anything to do with . a i 
the making of the following loans: Waltham Watch Co., Mapes Hotel. : ingen 
Texas Petroleum Co., Central Lron & Steel Co., Lustron Corp., Ribbon po - 
writer Corp. of America, National Union Radio Corp. and Aireo: salen? 
Manufacturing Corp. 19 19 fo 

Names and people: Names are interspersed throughout the re- whi he 
port, some allegedly friends of mine, and possibly a thread of impli- ; ) re ‘d 
cation of influences certain of these had over or with me. areas 

Let’s put the facts on the record. Reference is made to the firm ? ed : 
of Goodwin, Rosenbaum, Meacham & Bailen. I have never, to my oa 
knowledge, met or talked with any of them. I have had no business é pnen 
with this firm. " 

I know nothing of any arrangement former Congressman Joseph payne 
E. Casey had with the firm of Goodwin, Rosenbaum, Meacham & ee 
Bailen, except what I read in your report. ‘ wn e 

I do not believe Mr. Casey participated in my appointment and | Ing 
understand he claims no credit for it. I have known him for many ae 
years. We were associated in the trial of cases for a period of 10 on one 
years ending in 1939. I have not participated with Mr. Casey in oe 


. > ret wire 
any business transaction since 1939. a 
: furthe 
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Donald Dawson has never called me about a loan. 

I have known William E. Willett for a number of years. We first 
became acquainted through our work together in the Treasury Depart- 
ment. Our relationship has always been friendly. 

I personally have not been contacted by anyone mentioned on 
pages 6 and 7 of your report. 
~ | know nothing at all about the matters mentioned on page 12 of 
the report, renee in connection with the rescission by the Board on 
November 3, 1950, of the sale of the Aireon Manufacturing Corp. 

L did saneaionetea the employment of Aaron Krock & Co. to dispose 
of ie Aireon properties, and the sale was preeminently successful. 
The RFC received more money for this property in cash than it had 
been offered under any of the former plans. The RFC’s valuation 
of this property was $447,930.46 as of December 30, 1950. Mr. Krock 
obtained at an auction the sum of $731,109.99 for the inventory and 
machinery, with the lease having a potential value of about $280,000. 
[ want to correct that, gentlemen, because I think we are going to sell 
it for $150,000. From reading the report, one would gather that Aaron 
Krock first appeared on the RFC scene after I became a Director. 
Actually, he has been employed as an auctioneer by the RFC 
several occasions since the RFC’s inception. 

[ have no personal acquaintance with the people involved in the 
Dallas Agency referred to on page 15 of the report. Any action taken 
by me was based on the presentation made by the Personnel Depart- 
ment and the Chairman of the Board. 

The loan to Harrington & Richardson Arms Co.: As of December 
), L950, there were 219,736 shares of Harrington & Ric hardson Arms 
Co. stock outstanding. As of that date J hold 85,530 shares. 

In 1945, an application was made to the RFC for a loan of $500,000, 
but the company found that it was able to operate without the use of 
these funds and the application was subsequently withdrawn. Since 
1945, the physical assets and financial condition of this company have 
greatly improved. 

In 1949, the Merchants National Bank of Boston loaned the Har- 
rington & Richardson Arms Co. $300,000 on an open account at 21 
percent interest, no collateral, no guaranty, no endorsements, stric tly 
an open loan. In January 1949 the production was planned on the 
sales forecast as prepared by the sales manager. As a result of the 
1949 foreign-currency devaluation, the coal strike and the steel strike, 
which the sales manager could not have anticipated, the expected 
sales did not materialize and the company finished the year with a 
heavy inventory. 

I would like to point out to you gentlemen that the company had 

payroll of approximately 500 people. Worcester, Mass., at that 
time was carried in the Labor Department’s report as a critical unem- 
ployment area. The company was doing everything possible to 
maintain its personnel and to continue its employme nt so that several 
hundred employees and their families would not have to obtain relief 
through unemployment compensation. 

In Januar y of 1950 I approached the Merchants National Bank for 
an additional loan to maintain employment and to balance the inven 
tory according to the sales manager’s forecast for the 1950 seasonal 
requirements. The bank was of the opinion that it should not extend 


further credit until the balance of the 1949 loan was completely liq- 


on 
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uidated. Asa further step to maintain employment, I contacted th 
Worcester County Trust Co., which indicated it was not desirous o! 
participating in a loan because we were customers of the Merchant- 
National Bank. 

With the belief that the merchandising program of the sales man 
ager was sound and that the available | labor should be employed, wher 
IT was in Washington, I spoke to Mr. Willett and asked him if thi 
RFC made inventory loan for a short time. He informed me that 
they did. My recollection is that I then approached the Bostor 
office of the RFC on this loan. Harrington & Richardson Arms Co 
otlered the RFC collateral having a wholesale value in excess of 
$500,000 as security for the total amount of the loan of $225,000. The 
inventory was held in a bonded warehouse on costs paid by Harring- 
ton & Richardson Arms Co. and, when merchandise was released, cash 
was substituted. In addition to the inventory offered as collatera| 
for the loan, there was also an agreement by Harrington & Richardson 
Arms Co. that it would not pledge its assets or other securities during 
the life of the RFC loan. The other assets had a liquidating value 
in excess of $750,000. 

As the hunting season approached it became apparent that there 
would not be sufficient merchandise to handle the demand and then 
it became increasingly difficult to operate under the RFC warehouse 
arrangement. The banks were approached again and, after they 
made a study of the orders on hand, the credit of the purchasers and 
a review of the inventory, they were willing to advance enough money 
to repay the RFC in full and to finance the liquidation of the inve 
tory loan, taking as security the inventory and/or receivables. 

In 1949 no personal endorsement was required by the Merchants 
National Bank. In 1950 no personal endorsement was required by the 
Merchants National Bank or the Worcester County Trust Co. In the 
fall of 1950 these loans were paid in full and more loans have been 
negotiated since that time to finance business in 1951. In addition 
to its normal husiness, the company has for several months had 
backlog of national defense orders. 

Permit me to summarize this loan and all its ramifications. When 
an application for a loan is made to any lending agency, no one can 
predict with absolute certainty that the loan isa ood one and will be 
paid. Appraisers of the merits can honestly differ. The best proof 
that a loan is a good one is that the loan is paid i in full, with interest, 
on the due date. Your report states that the inventory had a liquidat- 
ing value of $197,000. Subsequent events have proven the Washing- 
ton office was correct in rejecting the appraisal of the Boston agency 
because this same merchandise actually sold for $601,877.12. 

Harrington & Richardson Arms Co. paid in full on September 1, 
1950, all of its obligations to the RFC. The inventory pledged and 
warehoused had value in excess of $500,000. The company sold more 
than $2,000,000 of this same kind of merchandise in 1950 and could 
have sold another $500,000 of this same type if it had been available. 
Remember, this was the security given by Harrington & Richardson 
Arms Co. for a loan of $225,000. 

Let me reiterate: neither in the portfolio of the RFC nor of any 
bank was a loan better secured than the loan of Harrington & Richard- 
son Arms Co. That any difference of opinion which existed before 
the loan was made was properly and soundly resolved was certainly 
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confirmed when the loan was paid off in accordance with sound busi- 
ness practice and standards. No one, on the record of facts, can suc- 
cessfully rebut this statement. And the Government’s return on this 
loan was $3,030.47. 

I want this committee to know that whenever a prospective borrower 
appears at my office I treat him asa customer. If the application had 
not been processed I would send for the best qualified employee of the 
RFC to advise the applicant. If the application for the loan was in 
the Washington office I would send for the examiner who was working 
on the case in order to diseuss the case intelligently with the applicant, 
and to see whether or not a reconciliation of their viewpoints could 
be worked out. 

I believe there is nothing wrong in permitting a customer the op- 
portunity to clear up any questions in the mind of anvone who worked 
on the application. It is no more than a bank would do and there is 
nothing unethical about it. I think the Directors should be com- 
mended for it rather than criticized. Not to give full consideration to 
an applicant would, in my opinion, defeat the purpose for which 
the RFC was founded and would turn the Board of Directors mto 
a rubber stamp of the various RFC agencies. 

My life, private and public, is an open book to each and every mem- 
ber of this committee. I have never practiced law in Washington, 
I have never been connected in the practice of law with any law firm 
in Washington, nor have I ever held myself out as a practitioner in 
Washington. I have never as a lawyer received a fee for obtaining a 
joan for anyone from the RFC. Without being a lawyer I never 
received a fee in any respect. 

I assume you start without bias or prejudice in your investigation 
and report. I take for granted that individually and collectively 
you want to be honest and fair; that vou will correct false impressions; 
that you will correct statements, subsequently proven false, that have 
tended to injure public officials in their person: al and f: amily life. You 
know that a headline in the newspaper can place a person in a bad 
light despite a lifetime of integrity. 

Not one of you gentlemen, I am sure, wants to be guilty of malign- 
ing a person by innuendo, garbled and distorted reports, or half 
truths. Iam grateful for this opportunity to appear before vou. I 
have complete confidence in the fairness of you gentlemen. Since I 
have given you all of the facts, I feel vou will want to be fair with 
me and to state that I did not become a Director of the Reconstruction 
Finance Corporation until October 3, 1950, less than 5 months ago; 
that your committee has never charged I have been guilty of abuses 
of authority as a Director of the Reconstruction Finance Corporation ; 
that the loan negotiated by Harrington & Richardson Arms Co. was 
proper and sound; and that an exhaustive investigation of my conduct 
proves I have acted in a perfectly ethical and legal manner. 

Thank you, gentlemen. 

Senator Futsrtent. Mr. Rowe, I do not believe that the report of 
this subcommittee seeks to identify you in any way with most of the 
loans to which vou referred here in your statement. 

Mr. Rowr. Well, I appreciate 

Senator Fursrient. I cannot see that that part of your statement 
is pertinent. 

80585—51—pt. 329 
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Now, as to what the committee did say, I take it the point you refe: Sains 
to is on page 8 of our report, where it states: Curios! 

Rowe's loan was a controversial one. Important concessions were made j appou 
granting it, even though the value of the collateral had been questioned. One dence ! 
concession was the waiver of the pledge of the borrower's plant properties Mr. 
Another was the waiver of Rowe's personal guaranty of repayment. The guar aati 
anty of another official was also waived. en 


; : > , . . is wWro 
I think that is sort of a summary of the question as it appears in Mr 


our report. Do you contend that statement is in error / . aneen 

Mr. Rowe. Yes, sir, I do. i 

Senator Futsricut. In what respect ? aad 

Mr. Rowe. Well, I think that the loan was adequately secured. of tha 
There was never any question about it, and the appraisal by the Wash ee 
ington examiner was based on fact and proved it was a good loan and aaseniil 
what has happened since proved that. When 

Senator Futsricur. Mr. Rowe, we did not say in the report that 
the loan was not repaid or that the Government would lose money 
on it. We said, and Mr. Willett himself stated, that he had varied the nasi 
regular procedure and policy of the RFC in order to accommodate Mr. 
personal friends. He stated that. . 

Mr. Rowe. I recall that, Senator, reading that in the papers. 

Senator Futsrienr. Is that not correct ? 

Mr. Rowe. No, I think there was a little error there. The error 
was, I think he said in response to your question, that he had done 
something unusual in sending an examiner to Worcester before the 
papers arrived in W ashington. I think an examination of the facts 
will disclose that that is not so. 

Senator Futsrieur. Well, I believe the record will show that when chuse' 
you came to Washington you were introduced to the examiner who vour |! 
would handle the application when it came to Washington and dis- Now. 
cussed it with him before the report was received, or about the same . and I 
day, at least. 

Mr. Rowe. I believe, Senator 

Senator Futsrienr. The point is Mr. Willett said that he did vary 
the regular procedure in order to accommodate a personal friend. 
That was absolutely the key to his statement. 

As to this statement in the report, I do not think your statement is 
responsive. What in this statement that I read to you is in error? 

What is incorrect about it ? ; aud 

Mr. Rowe. Which statement is this, Senator? The light is very that R 
poor here. pledge 

Senator Futsricur. Does this light bother you? Would you like I tl 
these lights to be turned off? Do the reporters bother you? treast 

Mr. Rowe. These reporters don’t bother me. It is the lights. the ne 

Senator Futsricnr. I thought they were being very cooperative a the ot 
moment ago. corres 

Mr. Rowe. What was the question ? Let 

Senator Futsricut. The bottom of page 8 of our report: it is, in loan \ 
a sense, a summary of the situation regarding the Harrington & Mr. 
Richardson Arms Co. loan. The report does no t allege that the loan Sel 
was not repaid. We know that it was repaid. I understood that in great 
order to repay it you borrowed from the same banks that you had than 
stated were unwilling to make you a loan abou t 6 months before. ' like r 

Mr. Rowe. Yes, sir. 
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Senator Futsricur. Which was a circumstance that aroused our 
curiosity and we thought that might have something to do w ith your 
appointment to the Board of RFC. I suppose that was a coinci- 
dence ¢ 

Mr. Rowe. Well, I will be glad to go into that, if you want me to, sir. 

Senator Funsricut. Let us go into this other matter first. What 
is wrong about that statement ¢ 

Mr. Rowe. Well, I will tell you, sir. I do not believe there were 
any concessions made and I would not want them to make any. What 
were the concessions, sir? I do not understand them. 

Senator Funpricur. One concession was the waiver of the pledge 
of the borrower’s plant properties, which I believe the Boston office 
had definitely recommended, that if a loan was made it should be 
secured by the properties, and there should be a personal guaranty. 
When the application came to the board—if I recall correctly, al- 
though I have not reviewed the matter recently—they did alter those 
conditions to accommodate you. That is what we mean by a con- 
cession. 

Mr. Rowe. Senator, I do not agree with that conclusion. I in- 
quired about an inventory loan because, after all, this is a seasonal 
operation. There was no need of a long time loan, and that we were 
not looking for a long time loan. I inquired if they made inventory 
loans, They made inventory loans before we ever borrowed, and 
they make inventory loans now. So that what we were looking for 
is an inventory loan and not a loan on plant and equipment because 
that would be a long time loan and would cost too much to negotiate. 

Incidentally, I have here a copy of the law of the State of Massa- 
chusetts and I pointed out a practical difficulty at the time, but in 
your report you indicate that we could have voted the treasury stock. 
Now, Senator, that is against the law in the State of Massachusetts, 
and I have a copy of the law with me and would like to introduce 
that just to offset another point. 

Senator Fu.sricgutr. You are referring, I think, to the statement 
on page 18—right above that, Mr. Bergen, who was in the Boston 
office of the RFC, I believe. suggested that it would not have been 
unreasonable for the applicant, that is, the Harrington & Richardson 
Arms Co., to anticipate the need for pledging the plant properties. 

He suggested that the neccessary steps to obtain the stockholders’ assent 
should have been taken “some time ago.” Bergen’s report went on to point out 
that RFC might be exposed to an unnecessary hazard if it did not insist on the 
pledge of the properties. 

I think your technical point about your being unable to vote the 
treasury stock is correct, but his point that you should have anticipated 
the need for pledging the properties and made arrangements to have 
the other stock voted in order to give you the authority I think is also 
correct. ? 

Let me make this comment about the way the loan turned out. This 
loan was made prior to the war in Korea ¢ 

Mr. Rowe. That is correct. 

Senator Fu.ipricntr. You rightly point out that there has been a 
great inflation in the inventory and it has brought a great deal more 
than anyone anticipated. I can only say that if you take a product 
like rubber—if ‘any of us were so inclined and had both the foresight 
and also the funds, we might have bought rubber a year ago and 
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doubled our money by now. The same with tin; I think that pee 
has nearly tr ipled, and so on, all through the line of commodities an 

goods. That condition has intervened to make all loans of this char 

acter good. Whether they would have been good or not under the 
conditions as they existed at the time of the loan is another matter. 
But 1 will remind you that that is not the main point. What we were 
pointing out is that you came into the RFC, your good friend Mr. 

Willett—and he was quite proud to ac ‘knowledge that he was a long 

time friend of yours—states to us that he had varied the usual pro 
cedures in order to accommodate his friend. 

As a Director I assume that you subscribe to that as being proper 
conduct. Certainly Mr. Willett did. That is the real difference be 
tween our views. At least that is the difference between this com 
mittee and Mr. Willett, that it is not proper conduct, although it is 
legal. I think it is legal. ‘ 

That is the point 1 wish you would comment on. We are not worry 
ing about, nor did we accuse you of palming off a loan which could 
not be repaid. 

Mr. Rowe. Senator, it will take me quite a little time to answer that, 
so I will begin at the last part of your statement. 

Ed Willett did not do anything unusual for me, according to the 
record. The application was in Washington before Hoover left Wash 
ington. Hoover studied over—— 

Senator Futsrigur. Mr. Willett sure thought he was doing some- 
thing for you. 

Mr. Rowe, He might have been a little confused. 

Senator Futsrigut. He was mistaken / 

Mr. Rowe. Look, Senator, the fact of the application was that it 
was in Washington before the examiner left for Worcester, and the 
treasurer of the company spent that day talking with Hoover, not me. 

Going back to the question of the fall, Senator, the sales manager 
is here. He is much more qualified to t alk about sales than 1 am, and 
he is here for the purpose of helping this committee to decide whether 
or not that inventory was a good loan, Korea or no Korea. 

The Senator constantly states that we are selling a lot of the guns 
we make. Our guns are mostly sold in the South and in the West. 
We have many more customers out there, and on that point I might 
point out we do a little business in New England, but practically all 
of the business is Southwest and foreign. 

I can well appreciate the fact that the examiner in the Boston office 
might know a little about this particular type of merchandise, but—— 

Senator Futsricgutr. Mr. Rowe, I do not think there is any point in 
us discussing the question of whether the inventory would pay out. 
We know that it did. 

Mr. Rowr. But you raised—— 

Senater Futsricgut. The only point at issue that we were studying 
here in this report was the use of influence and how personal relations 
come into this picture. We had studies last summer of the kind that 
you are now directing your attention to, that is studies concerning the 
character of the borrower’s business, whether or not the loan co! latera! 


was adequate, whether or not public interest was involved, and so on, 


but here we were making only this point about the use of influence. 
I see no point in going into whether or not shotguns were good col- 
lateral,andsoon. Ido not question that at all. 
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Mr. Rowe. Senator, if the inventory was good where was the in 
fluence that was wrong? 

Senator Fuisricutr. I think I made it plain that you used your 
influence with Mr, Willett, as I say, to vary the usual procedure in the 
granting of loans. We are also interested in the circumstance that 
you stated, that vou could not get the financing from sources other 
than RFC, but very shortly after you were put on the Board you did 
vet the financing. It is improper, is it not 

Mr. Rowe. Senator, that is not for me to answer whether it is 
proper. : 

Senator Futsricgnur. We would lke your comment. What we are 
interested in here, | would say, is in effect the ethical conduct of people 
in this organization, 

Senator Dovetas. Before the witness replies to this question there 

a stutement at the top of page 8 of Mr. Rowe’s statement that I did 
a quite realize before. Mr. Rowe says the loan was paid in full 
on September 1, 1950. That was about a month before you took office 
Ol the Board ¢ 

Mr. Rowe. That is right. 

Senator Doveias. I had thought that the loan was repaid after you 
went on the Board. 

Mr. Rowe. No, sir. 

Senator Doue.as. It now develops that the loan was repaid before 
you went on the Board. 

Mr. Rowe. That is correct, Senator. 

Senator Futsricur. When were you nominated, Mr. Rowe? 

Mr. Rowe. I think, Senator, it was either late August or early 
September. 

Senator Futsrient. His designation as a Director was prior to the 
repayment. The loan was repaid after his designation, before he took 
the oath. He is making that distinction. I think it was August 9, 
was it not? 

Mr. Rowe. Sometime in August or early September, I do not recall 
now, Senator. 

Senator Futsricgnut. Were you not designated along about the same 
time as the other three, or the other two ? 

Mr. Rowe. Yes, Senator. 

Senator Fuuericnr. I think it was August 9. 

Mr. Rowe. Yes. 

Senator Futsricnt. Subsequent to that time, when it was publicly 
announced that you were going to be a member, you paid the loan off, 
is that right ¢ 

Mr. Rowe. That is correct. Senator, might I go into this phase of 
the matter, why there would be a difference in a Februar y loan of this 
kind and a September loan of this kind ? 

In February, Senator, that is when you are building the inventory. 
In July, August, and September is when you are selling it. 

Now, in January or February the bank might not know whether 
you were going to have the orders or not, but when they made this loan 
we had orders for that entire inventory and more, too, and I think 
that the credit of these customers, the oS ratio, was about one-tenth 
of 1 percent. The loans were insured, so with the inventory, with 
the audits and with receivables, T see little a bank had to worry about at 
that time. 








1614 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


When we came to the RFC we did not have the orders. 
Senator Futsrient. There is a point. Is it not quite unusual to be- 
gin with, for RFC to supply inventory loans or short-term loans? I) 
the survey that the Buck committee made the principal reason ad- 

vanced for the RFC’s being in the credit field at all was the need for 
long-term credit. I think actually it is quite unusual for the RFC 
ever to grant loans of this kind at all. It is quite unusual. 

Mr. Rowe. I think, Senator, right now we are going to have to make 
a lot of loans on wool, a terrific number, inventory loans. 

Senator Furtsricut. Mr. Rowe, I wish you would answer my ques- 
tions. 

Mr. Rowe. May I have the question ? 

Senator Fursrieut. I say, it is quite unusual for the RFC to make 
short-term inventory loans. That in itself was, I think, an unusual 
thing for them to do. Normally they are asked to make loans in too 
long : aterm for the ordinary commercial banks to handle, that is, loans 
of 8 or 10 years. That is where the great demand and a great amount 
of their business lies. This type of loan, this inventory loan, is a 
typical bankable loan, is it not? 

Mr. Rowe. I would think so. 

Senator Doveias. Mr. Rowe, may I ask a question ? 

Mr. Rowe. Yes, sir. 

Senator Doveras. Do I understand that the trouble your firm got 
into in 1949 was due to the recession and the coal strike which reduced 
the fall market on firearms ? 

Mr. Rowe. That is correct; yes, sir. 

Senator Doveras. And you therefore were not able to dispose of 
the usual year’s production for hunting purposes ? 

Mr. Rowr. That is right. That came right at the busy season, Sen 
ator. The evaluation came, I think, in the summer and then the 
foreign evaluation, and then the coal strike and steel strike, and those 
are the territories that we have heavy sales in; those people were un 
employed, and as a consequence the dealer did not buy and we did not 
sell. We finished up with an inventory. We thought we were going 
to have cash and we did not. 

Senator Dovucias. So you sought a loan on this inventory and then 
the revival of business in 1950 resulted in heav y orders by the retailers 
and wholesalers in the summer time? 

Mr. Rowe. The orders start, Senator, I think in July, July or 
August. They are ordering for the fall season. 

Senator Doveias. So you worked off the inventory in July and 
August and then had the funds to repay on the first of September / 

Mr. Rowe. That is correct. 

Senator Fu.tsricur. Senator, he borrowed the funds from the banks, 
the same banks that had turned these applications down. He did not 
get the money from sales. He borrowed the money in September to 
pay off the RFC within a month after he was nominated to the Board 
of Directors of RFC. I think that is a fact. 

Mr. Rowe. Now, Senator, Mr. Chandler, the treasurer, arranged for 
that loan from the banks. There is a practical reason why he did it, 
as I understand. If my understanding is correct they would have to 
put $1.60 factory cost into the inventory before they could get a dollar 
of credit from the RFC. 
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Now, then, when they took the inventory out they had to substitute 
cash. There was some sort of a ree eivable ope ration, but our treasurer 
thought it was too diflicult and too cumbersome. So that when you 
moved the inventory into receivables you did not have the cash. 

The mechanics with the bank were much easier than with the RFC 
where we could prove to the banks we had the orders for the mer- 
chandise. 

There is nothing unusual about this situation. 

Senator Futsrigutr. Does Mr. Casey have any interest in the Har- 
rington & Richardson Arms Co. ! 

Mr. Rowe. No, sir. 

Senator Fu.tsriegur. Has he ever had? 

Mr. Rowe. Never. 

Senator Futprigutr. Did Mr. Aaron Krock have any interest in it? 

Mr. Rowe. No, sir. 

Senator Futsrigut. When did you acquire your interest in the 
Harrington & Richardson Arms Co. ? 

Mr. Rowe. I would say, Senator, over a period of about 10 years. 

Senator Futsrieutr. When did you start 

Mr. Rowe. Probably about 1940. 

Senator Futsricut. How did you first acquire your interest in it? 

Mr. Rowe. I think I first bought a third. 

Senator Fu.tsricur. Were you the receiver for it? 

Mr. Rowe. No, sir. 

Senator Fu.pricutr. Has it ever been in receivership ? 

Mr. Rowe. No; it was in reorganization, Senator. 

Senator Futsrigutr. What do you mean by that? 

Mr. Rowe. Well, it was either chapter 10 of the Reorganization 
Act or the Chandler Act. 

Senator Futsriautr. Well, it was not considered a receivership? 

Mr. Rowe. No, sir; 1 am sorry, Senator. 

Senator Futsrienr. = hen was it reorganized ¢ 

Mr. Rowe. About 1935 

Senator Fu.pricnr. laa you bought your first interest at about 
that time? 

Mr. Rowe. About that time; yes, sir. 

Senator Fu_srieur. Were you a trustee in the reorganization ? 

Mr. Rowe. No, sir. 

Senator Funsrigur. You had nothing to do with the reorganiza- 
tion ? 

Mr. Rowe. No, sir. 

Senator Futsrienr. You are an attorney ? 

Mr. Rowe. Yes, sir. 

Senator Futsrigur. Have you ever acted as receiver for any com- 
pany ¢ 

Mr. Rowe. Oh, yes. 

Senator Futsrigut. How many? 

Mr. Rowe. Well, not receiver on that term, Senator. I have been 
trustee for several companies. 

Senator Futsrient. Trustee; how many? 

Mr. Rowe. Well, I would say probably two. 

Senator Futsricutr. Two? 

Mr. Rowe. I think so; ves, sir. 





. 
a i i i ee, SE hee. lee, 2 ee 121" 





1616 STUDY OF RECONSTRUCTION FINANCE CORPORATION 





Senator Fursricur. Did you ever acquire any interest in any of th 
companies for which you were trustee ? 

Mr. Rowr. Neither. 

Senator Fursrienr. Neither? 

Mr. Rowe. No. And I am very good friends of the people right 
now. 

Senator Futsrient. How much did you pay for your stock in the 
Harrington & Richardson Arms Co. ? 

Mr. Rowe. I could not know without looking it up. It isa period of 
10 years, and I have not that memory. 

Senator Fcurerienr. What is the stock worth now ? 

Mr. Rowe. That is a good—I do not know the answer to that 
question. 

Senator Futrrieut. Is it listed ? 

Mr. Rowr. No; it is not. 

Senator Futsricutr. There is no market on it ? 

Mr. Rowe. No, I would not say that, Senator, but it is not listed. 

Senator Fursricut. Does it sell frequently ¢ 

Mr. Rowe. I think right now there is quite a little activity in it. 

Senator Furrrienr. It is not listed on any exchange / 

Mr. Rowe. No, sir. 

Senator Furrricur. It is not? 

Mr. Rowe. No. 

Senator Futsrierr. Is it sold over the counter ? 

Mr. Rowr. I believe it is over the counter: yes. 

Senator Futsrient. What was the last sale price that you know of? 

Mr. Rowe. I think about four. 

Senator Futsrient. Did you pay as much as four for your stock? 

Mr. Rowr. I do not believe so. I know I did not. 

Senator Furprieut. Can you find out how much you paid for it? 

Mr. Rowe. Can I what ? 

Senator Futsrientr. Can you tell the committee how much you 
paid for it? 

Mr. Rowe. Yes, sir. 

(The inform: ation referred to will be found on p. 1665.) 

a itor Futsricut. Do I understand you to think that it is proper 
for a borrower from RFC to be appointed as a Director ? 

Mr. Rowe. Well, I would say this, Senator: I would think it would 
be better not to be a borrower. I do not think you ought to sit across 
the table from yourself, and I would not want to, and I did not, 
Senator. 

Senator Fcutsrieut. Do you think it is proper? TI still do not know 
what you think. Do you think it is proper for a borrower to be 
appointed a Director of RFC? 

Mr. Rowe. To be appointed a Director, Senator, since 1946 I ve 
heard a lot of talk about being a Director. As a matter of fact, 
have a newspaper story I could give you in 1946. Should any e¢ fowls 
IT am doing business with stop doing business because of the fact that 
T might be. appointed to some job? 

Senator Furtsrientr. Are you not the largest stockholder of this 
company ? 

Mr. Rowe. Yes, sir. 

Senator Furrrient. Much the largest ? 


Mr. Rowe. Yes. sir. 
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Senator Futsricutr. You really control the company. 

Mr. Rowe. No, no, no. 

Senator Futsrigur. You had 85.000 shares. 

Mr. Rowe. Yes, sir. 

Senator Futsricur. What is the next largest 

Mr. Rowe. There are two other stockholders I think have as much 
as I have. 

Senator Futsricutr. They do? 

Mr. Rowe. Yes, sir. 

Senator Carruarr. That is impossible, mathematically. 

Mr. Rowe. Oh, no, no: it is not. There are two-hundred-and-some- 
thousand shares, Senator. 

Senator Bennetrr. You have 80,000 and two others have as much 
as you do? 

Mr. Rowe. Two others have as much as I do. 

Senator Bennerr. Adding them together / 

Mr. Rowr, That is correct. 

Senator Bennerr. You have approximately 40 percent of the stock ? 

Mr. Rowe. I would think so. 

Senator Bennerr. And vou think that is not control? 

Mr. Rowe. Not if the others have—it all depends—that is a good 
question, but I do not know what the answer is to that question. 

Senator Futerieur. As a practical matter, do you control it 4 

Mr. Rowr. No, no; we have very capable management, Senator. 

Senator Futnricur. I did not say you managed it. Do you control 
the board of directors? Do they do what you want them to do? 

Mr. Rowr. Oh. no; I would hope not. I hope they do what is right. 

Senator Futsricur. Are you an officer / 

Mr. Rowr. No, sir. 

Senator Futsricur. Were you? 

Mr. Rowe. I was. 

Senator Futsricur. When did vou cease to be? 

Mr. Rowe. I think I submitted my resignation in October, but I 
do not think they accepted it until September. 

Senator Futpricutr. This last year? 

Mr. Rowr. Yes, sir. 

Senator Futsricur. You were still an officer when you became a 
director ? 

Mr. Rowr. Yes, sir. 

Senator Futsricut. Will you return to the question: Do you think 
it is proper for a borrower to be appointed a director of the RFC? 

Mr. Rowe. I think it would be proper to be appointed, but I do not 
think that a borrower should be a director. 

Senator Doveras. Asa borrower, you should divest yourself of your 
borrowings before taking over direc ‘torship. 

Mr. Rowe. Yes, sir. 

Senator Doveras. Is that one of the reasons why you negotiated 
these loans from the Worcester Bank ? 

Mr. Rowe. I was very happy, Senator, when T heard that N. B. 
Thompson was displeased and was working to get out from under the 
RFC oper: ition. 

Senator Futrricut. I find it a little difficult to understand—one of 
the requirements for an RFC borrower, to begin with, is that credit 
must not be available to him some place else. 
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Mr. Rowe. That is correct. 
Senator Fursricur. As soon as you were appointed this credit 
seems to be available, does it not? 

Mr. Rowe. Senator, there is a difference. They had orders for the 
inventory then when I was appointed, but they did not have them 
when we made the borrowing fr ‘com RFC. 

Senator Carrnarr. This is the best possible kind of loan, a loan 
upon inventory. W ill any bank loan money upon inventory, salable 
inventory, finished inventory ? 

Mr. Rowe. I think they should, Senator. 

Senator Carruart. They will, will they not ? 

Mr. Rowe. I cannot answer that question. 

Senator Capenart. They did in this case ¢ 

Mr. Rowe. That is right. 

Senator CarrHarr. Were you considered as a director of RFC i 
19462 

Mr. Rowe. I think I was. 

Senator Carenart. Did they talk to you about it at that time? 

Mr. Rowe. Yes, sir. 

Senator Caprnarr. You were under consideration ? 

Mr. Rowr. Well, as a matter of fact, here is the story. 

Senator Carrenart. Why did you not get the appointment in 1946% 

Mr. Rowe. Well, George Allen was getting appointed then, Senator. 

Senator Capenartr. Allen was giving out the appointments? 

Mr. Rowe. No; he received it. 

Senator Carenart. They took Allen instead of you? 

Mr. Rowe. Yes, sir. 

Senator Caprnartr. That was in 1946? 

Mr. Rowe. Yes, sir. 

Senator Carenart. I have a photostat of a newspaper clipping here. 
Have you seen this newspaper clipping 

Mr. Rowe. Yes, sir. 

Senator Capenarr. It says, “The State of Mr. Truman.” 

They talk about Judge Roe, of Massachusetts. It says: 

Roe was not nominated after inquiries by Allen, in the course of which he asked 
one informant whether “this man Roe is a ball player.” The meaning, obviously, 
was not whether Judge Roe had experience in the major leagues, but whether 


he would play ball with Allen—a test for large appointments which Hannegan 
is likely to find excessively unsatisfactory. 


You say you brought this to our attention ? 

Mr. Rowe. Yes, sir. 

Senator Carpenart. For what purpose? 

Mr. Rowe. There is an inference here that Ed Willett was respon- 
sible for my appointment, and I just wanted 

Senator Carenarr. You just want us to know that in 1946 you had 
people down here in Washington that were your friends; is that it? 

Mr. Rowr. I had a note, I think, Senator, that morning from John 
W. McCormack, congratulating me on the fact that I was going to be 
named as a Director of RFC. 

Senator Carenart. The facts are you have been close to the present 
administration for years, have you not? 

Mr. Rowe. Yes, sir. 

Senator Carpenart. In 1946 you were being considered as a Director 
of RFC? 

Mr. Rowe. Yes, sir. 
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Senator CarrHarr. You have known Mr. Willett for many, many 
vears ¢ 
~ Mr. Rowe. About 1934, Senator. 

Senator Caprenarr. Since 1934? 

Mr. Rowe. Yes. 

Senator Bennerr. May I ask a question along the same line? 

In your statement you refer to your service in the Smaller War 
Plants Corporation, and assumed that this was a promotion. When 
did you cease being a Director of the Smaller War Plants Corpora- 
tion ¢ 

Mr. Rowe. 1946, Senator. 

Senator Bennerr. Then the promotion you might have expected 
was this matter you referred to as having happened in 1946, but it was 
4 years late in coming ¢ 

‘Mr. Rowe. Well, Senator—well, that is right. 

Senator Bennett. Did vou hold any appointment for the adminis- 
tration between 1946 and 1950? 

Mr. Rowe. No, sir. 

Senator Bennerr. I have no question on that particular subject, 
but I have another question on another subject. 

Senator Futpricut. Certainly, go ahead. 

Senator Bennerr. You refer to your statement with Mr. Casey. 

Mr. Rowr. Yes, sir. ‘ 

Senator Bennerr. Did vou ever discuss RFC loans with Mr. Casey 
after you became a Director ? : 

Mr. Rowe. I do not think so, Senator, but I know that he was inter- 
ested in one. I think Mr. McIntyre told me that. 

Senator Bennerr. Which loan? 

Mr. Rowe. J. P. Wise. 

Senator Bennerr. What is the nature of that loan ‘ 

Mr. Rowe. It was a small loan, about $100,000, I believe. and I think 
the company was in New York. Mr. Casey has testified, if I remember 
correctly, that he had an arrangement with Goodwin, Rosenbaum, 
Meacham & Bailen in which he shares fees, and he testified that he 
paid part of the expenses of a man that came out of the RFC who was 
supposed to be especially capable, Mr. Steele. 

Senator Bennerr. Mid you ever have any discussion of RFC loans 
with Mr. Steele ¢ 

Mr. Rowe. I think probably about 1939 I may have discussed a loan 
with Mr. Steele that was never made. 

Senator Bennerr. Do I infer from your answer that after your 
appointment as a Director of RFC you want us to understand you 
never discussed any loans with Mr. Steele ¢ 

Mr. Rowe. Positively correct. 

Senator Bennetr. Maybe Mr. Casey had other people with whom he 
was connected. 

Senator Dougias. Mr. Casey testified that after Mr. Rowe was ap- 
pointed he refused to take commissions on RFC cases. I think the 
record will show that. 

Senator Frear. I would just like to ask Mr. Rowe a question. In 
this article you are referred to as Judge Rowe. 

Mr. Rowe. Yes, sir. 

Senator Frear. What does that mean ? 
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Mr. Rowe. Well, gentlemen, I am still a judge. It may seem a little 
strange, but I am on leave from my court in Massachusetts. Now my 
understanding is I was only going to be down here for a short time, 
The appointment was a year’s appointment. 

Senator Frear. Do you think that is still true ? 

Mr. Rowe. Well, it was pretty near upthen. It is June, Senator, of 
this year, so that I will be pretty near up. 

Senator Fre Ar. Is that judgeship in a municipal court ? 

Mr. Rowe. It is a district court, unlimited—— 

Senator Frear. State of Federal / 

Mr. Rowe. State; unlimited ad damnum on the civil side, and we go 
up to felonies on the criminal side. 

Senator Futsricur. Mr. Rowe, how much did Mr. Aaron Krock get 
out of the commission for the sale of the Aireon facilities / 

Mr. Rowe. I would think, Senator, 5 percent. 

Senator Futerigur. What do you mean you would think! You 
know it is 5 percent. How much money was it? How much was it in 
dollars?) Was it between thirty-five and forty thousand dollars? 

Mr. Rowe. Well 

Senator Fursricut. I do not understand why you are so vague 
about it. 

Mr. Rowe. I was going to look at the amount and multiply it times 
D percent. 

Senator Fursrigur. You employed the man. But it was between 
thirty-five and forty thousand dollars: was it not? 

Mr. Rowe. Senator, I recommended his employment, I did not em- 
ploy him. That was worked out by the Liquidating Section, but I 
had nothing to do with the terms and conditions. 

Senator Carenartr. Was not the property sold for about $800,000 ? 

Mr. Rowe. Yes. 

Senator Careuarr. Five percent of $800,000 would be $40,000. 

Mr. Rowe. I do not think he gets any commission on the lease, 
Senator. 

Senator Futsricutr. Mr. Rowe, vou seek to leave the impression in 
your prepared statement that this was an unusual sale Mr. Krock 
brought about. Is it not a fact ~~ in the prior negotiations an offer 
from someone in New England, New England Industries, was ap- 
proximately the same amount / 

Mr. Rowe. Well, Senator, I would not think so, and furthermore 
my recollection is the statement had no value at all. New England 
Industries, if I remember correctly, they have either no rating in 
Dun & Bradstreet or a very poor rating, and furthermore, Senator, 
it was a small down payment, to come out of the profits, and the 
balance was to be paid for over a period of 10 years, 

Senator Futsricur. Is it customary for the RFC to consult Dun & 
Bradstreet when they make a sale? 

Mr. Rowe. If they are going to extend credit, I should think they 
would, sir. 

Senator Futsrient. Did you consult Dun & Bradstreet when you 
were negotiating the sale of Aireon ? 

Mr. Rowe. I was not there, Senator. 

Senator Futrrient. What ? 

Mr. Rowe. I was not there then. I think I would have. 

Senator Futsrient. Did the Board consult them ? 





bat ete bP 








¥ 
pe 
Be 


DA er 


tet ee 


Fi! 















Mr. 
Seni 
and th 
of gou 
Mr. 
Sen: 
time y 
Mr. 
Sen: 
had ta 
Mr. 
Sen: 
commi 
Mr. 
Sen: 
may b 
is ther 
This 1 
tory. 
under 
and it 
New I 
that w 
the ev 
that tl 
i wi 
has ev 
this? 
Mr. 
the cas 
Sei 
case ¢ 
Mr. 
Sen 
of the 
of this 
Mr. 
you ka 
11) liqu 
erty 1 
somet] 
I thin! 
erty o 
Sen: 
Mr. 
in the 
those « 
Seni 
Mr. 
Sen: 
Mr. 
Sen: 
Mr. 
probal 





rue 


hes 
























21 


STUDY OF RECONSTRUCTION FINANCE CORPORATION 16: 





Mr. Rowe. Senator, I could not answer for the Board. 

Senator Futsrieur. You know it has been stated that they did not 
and they were about to sell it to two gentlemen who were on the verge 
of going to the penitentiary. 

Mr. Rowe. Yes, I know that. 

Senator Futsricgnr. Was not that sale called off subsequent to the 
time you took office ¢ 

Mr. Rowe. The sale was called off, Senator, November 3, I think. 

Senator Futsricur. That is right. That was some time after you 
had taken office. 

Mr. Rowe. That is right. 

Senator Futsricnr. And as a result of the inquiry from this sub- 
committee; was it not? 

Mr. Rowe. I think that is correct, Senator. 

Senator Fucsrieutr. The point is, 1 think, your statement while it 
may be literally correct, leaves the wrong impression. My own feeling 
is there was no particularly unusual function Mr. Krock per formed. 
This is the same situation which existed with respect to your inven- 
tory. At the time of this sale, property of this kind was skyrocketing 
under the inflationary impact of the Korean War and other matters, 
and it does not seem to me at all unusual that it brought a large price. 
New England Industries reported to us that it was a bona fide group 
that was negotiating for this property. It seems to me—and I believe 
the evidence will show upon an inquiry we made of Mr. Willett— 
that this is almost a unique fee for this sort of service. 

i Will ask you, Do you know of any similar case in which the RFC 
has ever paid a fee for this kind of service, anything like as large as 
this? 

Mr. Rowe. I would say they have, Senator. I do not know what 
the case—— 

Senator Fuusricur. May I ask specifically, do you know of any 
case ¢ 

Mr. Rowe. Sir, I have only been there since October. 

Senator Futprigut. Do you not think it is rather unusual that one 
of the first things you did when you came in was to arrange for a fee 
of this character to a man of your own bailiwick ¢ 

Mr. Rowe. Senator, I think it is a good idea to hire someone that 
you know a little bit about their work. I have had a little experience 
in liquidating, and in 1937 I represented a company and we sold prop- 
erty in Philadelphia, New York, Holyoke, and Florence. I know 
something of its operations and I think he did a good job for me then. 
I think a “good job was done now. I think they have a lot more prop- 
erty over there that should be liquidated, Senator. 

Senator Futsricur. How long have you known Mr. Krock ¢ 
~ Mr. Rowe. Oh, I should think—I did a lot of work for banks back 
in the 1928-1929-1930 period, and I used him quite a bit in sales in 
those day 8. 

Senator Futsrigut. Is he an old friend of yours 

Mr. Rowe. I would say; well, yes. 

Senator Funsricur. To whom did Mr. Krock sell this property ? 

Mr. Rowe. You mean this Aireon property / 

Senator Futprieur. Yes. 

Mr. Rowe. Well, it was a public sale. I would say that there were 
probably hundreds of bidders. ; 
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Senator Futsricut. I say to whom did he sell it ? 

Mr. Rowe. I do not know, Senator. The public bought it. 

Senator Futsrient. You do not know ? 

_ Mr. Rowe. There were hundreds of people who bought various 
items. 

Senator Futsricur. I do not mean the inventory. Who bought the 
plant ? 

Mr. Rowe. We did not own the plant, Senator. We did not sell tly 
plant. We just had a lease on the plant. 

Senator FutsrigHt. Who bought the lease? 

Mr. Rowe. Well, I think GSA wants to buy it. ‘Whether it is going 
to work out or not—there are a number of people interested, Senator, 
in taking over the lease. We are negotiating that, Senator, here. 

Senator Futsricut. I understood from previous testimony that Mr. 
Krock’s fee was the highest auctioneers fee ever paid by RFC. We 
tried to question Mr. Willett and others from the RFC, and they could 
think of no case which was similar to this at all in the size of the 
fee paid for such service. Who is this gentleman you are consulting 
here? 

Mr. Rowe. That is Joseph McIntyre. 

Senator Futsricut. From the RFC? 

Mr. Rowe. Yes. 

Senator Futsricut. What is your position, Mr. McIntyre? 

Mr. McInvrrye. Special assistant to the Board of Directors, sir. 

Senator Futsrientr. How long have you been there ? 

Mr. McInryre. Since Mr. Rowe came aboard. 

Senator Futsrient. Did you come with Mr. Rowe? 

Mr. McIntyre. I came from the Labor Department over to the RFC. 

Senator Futsricutr. From the Labor Department. 

Mr. McIntyre. Yes, sir. 

Senator Futsrieut. How long have you known Mr. Rowe? 

Mr. McIntyre. Oh, probably 20 years. 

Senator Futsricut. Twenty years? 

Mr. McIntyre. Yes, sir. 

Senator Futpricut. Are you from Massachusetts ? 

Mr. McIntyre. I am from Massachusetts, sir. I was secretary to 
Senator David I. Walsh, of Massachusetts. 

Senator Futsricut. You were? 

Mr. McIntyre. Yes. 

Senator Futsricur. You just came in with Mr. Rowe? 

Mr. McIntyre. Yes, sir. 

Senator Futsrieut. Do you know of any similar instance ? 

Mr. McInryre. Sir, I have not been aboard the RFC that long 
to go into the files. 

Senator Fu.srigut. Do you know Mr. Krock? 

Mr. McInryre. Yes, sir. 

Senator Futsrient. Was he an old friend of yours? 

Mr. McIntyre. No, sir. 

Senator Futsricnut. Where is your home in Massachusetts? 

Mr. McIntyre. Clinton, Mass. 

Senator Futsrientr. You are a special assistant to Mr. Rowe? 

Mr. McInryre. To the Board of Directors, sir. 
Senator Futsricur. Did you take Mr. Hagerty’s place? 
Mr. McIntyre. No, sir. 
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Senator Futnrieur. Are you a friend of Mr. Hagerty’s? 

Mr. McInryre. No, sir. 

Senator Futsrigur. You do not know Mr. Hagerty ? 

Mr. McInryre. I know him. 

Senator Futsricur. He is from Boston, is he not? 

Mr. McIntyre. Yes, sir. 

Senator Futsricgutr. What is he doing now ? 

Mr. McInryre. I do not know. 

Senator Fu.srientr. You do not know ? 

Mr. McInvrynre. No. 

Senator Carenarr. Mr. Rowe, why did you try to get Mr. Dunham 
to resign his position as a director ? 

Mr. Rowe. Senator Capehart, I did not try to get Mr. Dunham 
to resign his position as a director. 

Senator Carenarr. Did you prepare a letter of resignation for him 
to send in? 

Mr. Rowr. About the date of the call to Mr. Dunham, I talked 
with Elmer Harber that morning, the chairman, and he had talked 
with Dunham on the telephone and told me how bad he was. 

Senator CareHarr. Told you how what ? 

Mr. Rowe. Told me how bad Walter Dunham was. 

Senator Carenartr. How bad he was? 

Mr. Rowe. Physically; yes, he was sick. I am sorry, I did not 
mean 

Senator Carenakr. Are you sure now that it was not bad? 

Mr. Rowe. Walter Cosgriff had also talked with him 

Senator Caremartr. Wait a minute. Director Harber had talked to 
Mr. Dunham. 

Mr. Rowe. Yes. 

Senator Carenartr. Long distance ? 

Mr. Rowe. Yes, sir. 

Senator Carenart. And Cosgriff had talked with him long dis- 
tance ¢ 

Mr. Rowe. Yes, sir. And I had heard what they had to say about 
his physical condition. 

Senator CareHartr. And the three of you got together and dis- 
cussed his physical condition? 

Mr. Rowe. No. I would say I met probably Walter Cosgriff in the 
hall, and maybe I met Elmer in his office, but I did not see them 
together, sir. So I thought I should call him. I knew that he had 
felt, well, not well, so I wanted to call him on the telephone, and I 
called him, and I think I got ahold of him in the afternoon, and I 
asked him how he was feeling. He told me much worse than when he 
left Washington. So we talked about his condition for a while and 
then there was a rumor around—of course, there are a lot of rumors 
around over there—I asked him if there was any truth in the story 
that he had sent his resignation to the White House. He said if I 
recall correctly, “No; but it is available if they want it.’ 

My recollection is, “Walter, if you feel the way you do, why don’t 
you chuck the whole business and sti ry down there and take care of 
your health. That is more important than any job.” 

Then there was a discussion of various matters back and forth, and 

called some things to his attention and he called some things to 
my attention, and I did what he suggested, 1 took that memorandum 
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over to his office, left it with his girl—I had no talk with him about 
it after that, she talked with him. I did not ask him for his resigna- 
tion. I thought I was interested in a man who was not feeling very 
well, and I was just trying to be kind to him. 

Senator Capeuarr. In other words, you were thinking of his health? 

Mr. Rowe. Yes, sir. 

Senator CareHart. His health only ? 

Mr. Rowe. That is right. 

Senator Futsricnr. How did it happen Mr. Dunham got the idea 
that you wanted him to take the rap and to take full responsibility for 
the Texmas and Lustron loans? 

Mr. Rowe. Senator, that I have heard a lot of talk from Mr. Dun- 
ham about Texmass and Lustron. 

Senator Futsrigur. He gave this committee a memorandum which 
he said you wrote. 

Mr. Rowe. That is correct. 

Senator Futsricnr. Did you write it? 

Mr. Rowe. Yes, sir. 

Senator Futsrient. Why did vou write it ? 

Mr. Rowe. Those are his words, sir. 

Senator Fu.srientr. You mean he dictated it to you ? 

Mr. Rowe. No, no, no, no. - I have heard him say more times than 
I have fingers and toes about the effect of Lustron and Texmass on 
himself and his health and this investigation. 

Senator Futsricur. You are quite f familiar with what he told this 
committee, are you not / 

Mr. Rowe. Pretty well; about me, not about—I did not study the 
rest of his testimony. 

Senator Futsricur. You know he told this committee that you 
had dictated this memorandum which was designed to make him what 
he called “the fall guy,” was it not—the “goat,” I mean. 

Mr. Rowe. He said that, Senator. But, Senator, I sent you a 
letter with a statement from Mr. Dunham that I sent to you which 
L thought cleared that up pretty well, and I did not want to give it 
out to the press because I did not see what good it would do in passing 
that on. That is his own statement, Senator, what he says 

senator FuLsricnr. ee you clear that up now, then? 

Mr. Rowr. The day I was at a board meeting, the day I think 
something came over ticker that Walter Dunham said that I was 
trying to make a fall guy out of him. So I went into his office that 
afternoon and asked him if that was so, and he said, “No, Judge, it 
is not so.” 

And I said, “Well, Walter, why do you think that I called you 
in Florida?” 

And he said, “I believe you were trying to be kind to me.” So we 
shook hands on that and left, and I thought that is all that happened. 

Then I saw some more comments in the newspaper, and the next 
time I saw him was at a board meeting. Well, so I thought we ought 
to straighten this matter out. 

So I went right over and told him before IT sat down at the board 
with him that “we had to get a few matters straightened out between 
us, Whether or not I was trying to make a fall guy or a goat out of 
you, as you testified.” 


He said, “No, Judge, I 





did not.” 
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I said, “Well, why did you make those statements?” 
He said, “I am sorry, I was just trying to be funny. I am the 
world’s worst witness.” 

So I had a memorandum on that, and then he sent around his own 
memorandum, which is this, and I sent the original to Senator 
Fulbright. 

The following is my version of the memorandum of March 12, 1951: 

“Mr. Rowe stated he would not sit on the Board with me if I had stated 
that he was going to make a fall guy or a goat out of me.” 

Senator Futsrieur. Did you say that to Mr. Dunham ? 

Mr. Rowe. Not exactly that way, Sir; no. 

Senator Carenartr. What is this you are reading from? 

Mr. Rowe. This is Dunham’s notation. 

Senator Futsricut. To make the record clear we will put in the 
record at this point a copy of Mr. Rowe's letter to me of March 12 
giving his version of the aff: air, and immediately following that a 
copy of Mr. Walter L. Dunham’s statement which refers to Mr. Rowe’s 
memorandum of March 12, the first sentence of which says: “Mr. 
Rowe stated he would not sit on the Board with me if I had stated 
that he was going to make a fall guy or a goat out of me.’ 

In other words, he felt that, in order to have your presence on the 
Board, he had to make some excuse to you. That is what the impli- 
cation of that statement is, is it not ? 

Mr. Rowe. No. 

Senator Futpricur. It was not quite that way ? 

Mr. Rowr. No, sir: it was not. 

Senator Futsricur. Will you te - us exactly how it was 
(The letters referred to follow : 





RECONSTRUCTION FINANCE CORPORATION, 
Washington, Mareh 12, 1951 
Hon. JOHN W. Fucericut, 
United States Senate, Washington, D.C. 


DEAR SENATOR FULBRIGHT: Thursday noon, March 8, 1951, while at a Board 
meeting I was shown a ticker tape which indicated that Mr. Walter Dunham had 
stated I wanted him to be a “fall guy.” That afternoon I went to Director 
Dunham’s office and asked him if I tried to make him a “fall guy.” He said, “No, 
Judge, I did not make that statement.” My next question was, “Well, then, why 
do you think I called you in Florida?” His answer was, “I believe that you were 
trying to help me.” We parted in a friendly fashion. Thursday evening I saw 
a complete transcript of the record of Mr. Dunham’s testimony. 

Monday morning, March 12, 1951, about 10:15 a. m., I saw Mr. Dunham for 
the first time since I read the transcript as I walked into the Directors Board 
room. My first inclination was not to participate in the Board meeting, but I 
walked over and, in the presence of the following people who were in the Board 
room: Harber, W. Elmer: Nielson, Leo: Singer, Edward J.: O'Donnell, Walter 
T.: Luce, George P.: Price, Frank; Beck, William C., Jr.; Hill, Ernest K.: Griffin, 
Charles N.: Dougherty, James L.; Rutland, Herbert R.: Devin, William A., Jr.: 
Merritt, Arthur B.; I asked Mr. Dunham this question: “Do you think I was 
trying to make a ‘fall guy’ or a goat out of you as you testified?’ Mr. Dunham 

inswer, “No, Judge, Ido not.” I then asked, “Well, then, why did you make those 
statements?” to which he answered, “I’m sorry. I was just trying to be funny. 
! am the world’s worst witness.” 

I am not releasing this to the newspapers but I think I ought to let you know 
about it. 

Sincerely yours, 
C. Epwarp Rowe, Vice Chairman. 
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The following is my version of what happened in the colloquy referred to 
Director Rowe’s memorandum of March 12, 1951: 

Mr. Rowe stated he would not sit on the Board with me if I had stated th: 
he was trying to make a “fall guy” or a “goat” out of me. 

I assured Mr. Rowe that I had not used the term “fall guy.” I did say that | 
had facetiously used the word “goat” and was sorry the whole thing ha 
occurred, and added that I was probably the world’s worst witness. 

Present during the questions and answers were the following: W. Elmer 
Harber, Leo Nielson, Edward J. Singer, Walter J. O'Donnell, George P. Luc 
Frank Prince, William C. Beck, Jr., Ernest K. Hill, Charles N. Griffin, James | 
Dougherty, Herbert R. Rutland, William A. Devin, Jr., Arthur B. Merritt. 

Wa ter L. DUNHAM. 


Mr. Rowe. I cannot tell you exactly how it was, Senator, becaus: 
I was pretty hot when I saw him. 

Senator Carenart. Then your reason for asking Mr. Dunham to 
resign was on account of his health ? 

Mr. Rowe. No; I did not ask him. I suggested if he felt that bad, 
Senator, why did - not chuck the whole business and send you a 
statement, and if he had a doctor's certificate it would be all right 
with you fellows. 

Senator Carenart. They why did you write his resignation for him / 

Mr. Rowe. Well, he said to me, “Will you put that stuff togethe: 
and bring it to my girl.” 

Senator CapeHart. You admit you wrote his resignation ? 

Mr. Rowe. Yes, sir. 

Senator CareHart. You say in the second paragraph of the materia! 
you ask him to place in that resignation : 

I am being crucified on the Hill on account of my vote for the Lustron loan 
and the Texmass loan. 

Did you write that? 

Mr. Rowe. Yes, sir. 

Senator CapreHart. In other words, you were putting words in Mr. 
Dunham’s mouth? 

Mr. Rowe. No; I have heard him say that, Senator, 50 times. 

Senator Carenart. Did you think Dunham was capable of writing 
his own resignation ? 

Mr. Rowe. He sounded pretty bad that day. 

Senator CareHart. What? 

Mr. Rowr. He sounded—he did not sound well that day. He did 
not sound well. 

Senator Carenart. I cannot quite understand why you would write 
Dunham’s letter of resignation. I cannot quite understand why you 
would use the language you did unless you had something in mind 
other than Mr. Dunham’s health. 

Mr. Rowe. Senator, he had used those various statements numerous 
times with numerous people. 

Senator CaprHartr. So you just wanted to put into words what you 
thought he was thinking? 

Mr. Rowe. No; what I heard him say. 

Senator Futsrieutr. How long have you known Mr. Dunham ‘ 

Mr. Rowe. Well, I think I met him once, Senator, in Ed Willett’s 
office maybe several years ago. 

Senator Futsrigutr. You were not a close friend of his? 

Mr. Rowe. I was working on the Board with him, and I thought 
we ought to work together. 
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Senator Futsricur. I mean prior to last fall. 

Mr. Rowe. Oh, no, no, no. 

Senator Fuisrighr. How did it happen to occur to you that you 
should take the responsibility of working this out and explaining 
Mr. Dunham’s feelings to the President ? This was a letter addressed 
to the President, was it not ? 

Mr. Rowe. Yes, sir. 

Senator Futsrigur. Why did you think, since you had just met him 
last fall and had not become well acquainted, that it was your duty to 
undertake to work this out? 

Mr. Rowe. Well, Mr. Dunham used to count on me quite a bit with 
how he felt and what he should do, and probably I should not have. 
[ guess I should not have. 

Senator Carenart. Mr. Rowe, you said in the second paragraph of 
your letter of resignation that you wrote for Mr. Dunham as ‘follows: 


I am being crucified— 
I, meaning Dunham— 


I am being crucified on the Hill on account of my vote for the 


Lustron loan and 
the Texmass loan. 


Do you not know that Mr. Dunham was not on the Board when the 
Lustron loan was made? 


Mr. Rowe. No: I did not know that, Senator, then. 


Senator CarrHuartr. You did not know it then? 
Mr. Rowe. No. 


Senator Carenartr. Then why did you put it in the letter? 

Mr. Rowr. Well, listen, this is just notes for him. I did not intend 
him—that was for him to look over. I did not ask him to sign that. 

Senator Carpruartr. You said he was not a member of the Board 
when the loan was made? 

Mr. Rowe. Yes, sir. 

Senator Bennerr. If it was for him to look over and you had sug- 


gested that he chuck the whole thing and stay in Florida, why did 
you not send this before ? 


Mr. Rowe. Because he asked me to bring it to his girl, Senator, Mrs. 
Smoot, which I did. She talked with him later about it. 
Senator Futsricutr. Mr. Rowe, I would like to read you what Mr. 


Dunham stated to the committee under oath. This is on page 1480 
of the hearing. 


Mr. DuNHAM. T was in Fort Lauderdale. Director Rowe called me on the 
phone and said there is a rumor that you left a resignation when you went on 
your vacation. I replied that it was more than a rumor. You can read the 
resignation, if you want to. T have it here with me. 

Senator Fucierient. Would you mind submitting a copy for the 


record ? 
Mr. DuNnHAM. Very well. He said— 


referring to you— 


“T think it is imperative that this resignation be sent in today,” as of that day. 
| said, “What makes that imperative?” 

He said, “Well, I think that will straighten out the whole matter. You just 
resign and say that the committee crucified you.” And I said, “Well, I do 
not think I ought to assume the responsibiilty for this whole investigation. I 
do not feel like resigning on that basis,” and I called your examiner up and 
talked with him, mentioned the fact that I was disturbed about it. I called 
my office and said, “I am going to come back to Washington.” 

In the meantime, Mr. Rowe had dictated a memorandum that he wanted to 
insert in my letter of resignation and sent it over. I instructed Mrs. Smoot 
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not to do that, and it has not been done. 
this moment. 

Senator Dovetas. Who was Mr. Rowe going to send this letter of resignation 
to? 

Mr. DunHAM. To the President. 

Senator Funsricut. Did Mr. Rowe dictate the memorandum ‘ 

Mr. DuNHAM. Yes; he dictated it to Mrs. Smoot, I think. 

Mrs. Smoor. No; in his office. 

Senator FuLsricut. Did he give it to you, Mrs. Smoot? 

Mrs. Smoor. Yes, sir. 


It is nothing but a memoranduin as of 


and so on. 

Do you deny that as having been true‘ 

Mr. Rowe. Well, now, Senator, you have covered a lot of ground 
there. 

Senator Futsrieur. Is that a correct statement or not ¢ 

Mr. Rowe. That entire statement is not correct, sir. There are 
parts of it 

Senator Fursricutr. Well, in what respect is it untrue? Please 
specify. 

Mr. Rowe. I think I have it here. J did not say, “I think it is 
imperative that that resignation be sent in today.” 

Senator Futsricut. That is an error? 

Mr. Rowe. Yes, sir. 

Senator Futsricutr. What else is wrong? 

Mr. Rowe. I did not say, “I think this will straighten out the whole 
matter. You just resign and say the committee crucified you.” I 
did not say that. 

Senator Futsricur. Do you definitely and categorically deny that 
you said anything that could be construed as s: aving what Mr. Dunham 
said ¢ 

Mr. Rowe. Senator, I do not get the impression from the words I 
used at all that Mr. Dunham gets from the words he gave you. That 


is not my impression of what I said, and I do not recall any conversa- 
tion with him of that kind. 


Senator Bennerr. May I ask a question ? 

Senator Futsricur. Yes. 

Senator Benner. I am intrigued by the fact that the word “cruci- 
fied” occurs in both Mr. Dunham’‘s testimony about his conservation 
with you and in your memorandum. It is an interesting coincidence. 

Mr. Rowe. He used that word “crucified” a lot. Senator. 

Senator BENNerr. It is your word. Did you not put it in / 

Mr. Rowe. Oh, no, no, Senator; it is not my word. No; it is not my 
word, 

Senator BENNeTT. You put it in your memorandum. 

Mr. Rowe. That is correct, but it is his thought and his expression 
miany times. 

Senator Bennetr. The word “crucified” did not occur in Mr. Dun- 
ham’s version of his resignation. 

Mr. Rowe. You mean the one he wrote—that is correct, but he asked 
me to put these things together. We talked it over and brought it 
over to his office, and I did that. 

Senator Bennerr. Did you discuss Mr. Dunham's possible resigna- 
tion with anybody outside of the RFC ¢ 

Mr. Rowe. Possible resignation; no. There was a discussion about 
his resignation, yes; about everybody’s resignation. I have had news- 
paper reporters call me on the telephone and ask me if I resigned. 
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Senator Bennett. That is not the point of my question. You testi- 
fied a minute or two age that you knew Mr. Harber had telephoned 
him. 

Mr. Rowe. Yes, sir. 

Senator Bennetr. And that Mr. Cosgriff had telephoned him. 

Mr. Rowe. Yes. 

Senator Bennett. And the,import of your testimony was that you 


had discussed this problem with both of them and then you telephoned 
him; is that right ? 


Mr. Rowe. His health. 

Senator Bexnerr. But not his resignation ? 

Mr. Rowe. That is correct. 

Senator Bennerr. Then you did not think about his resignation 


when you got him on the telephone, you were just calling to inquire 
about his health ? 


Mr. Rowe. That is correct, sin 

Senator Bennett. In the course of this discussion about Mr. Dun 
ham’s resignation, did you come to believe that his resignation would 
lend any solution to this problem / 

Mr. Rowe. No. 


Senator Bennetr. Did you discuss this possible solution through his 
resignation with anybody ? 

Mr. Rowe. No. 

Senator Bennett. Outside of the RFC 7 

Mr. Rowe. No. 

Senator Bennerr. With any member of the Democratic National 
Committee / 

Mr. Rowe. No.1 ho. ho, 

Senator Bennetr. With Mr. Dawson ? 

Mr. Rowe. No, sir: I have not—no. 

Senator Bennerr. Then this question of lis resignation had not 
occurred to vou until you got him on the telephone. 

Mr. Rowe. The que stion of my suggesting his re son: ition had not 
occurred to me until I got him on the telephone. He told me about 
his health, then I suggested for his own sake that he submit 
resignation. I was not trying to tell him anything. 

Senator Funsricur. Mr. Rowe, he had alre: ady written out a resig- 
nation. Why did you feel it hecessary to clictate this 
memorandum / 

Mr. Rowe. Well, I will tell vou why. Senator. There is one loan 
that bothered him in particular, and that was Texmass. 

Senator Fursriur. One what 7 

Mr. Rowe. One loan that he talked a lot about. 

Senator Fuisricur. Bothered who? 

Mr. Rowe. Mr. Dunham. That was Texmass. 

Senator Futsricur. Is that all your answer? What has that got 
todo with it? That is not responsive at all. 

Mr. Row - The ‘Texmass loan had been approved by the poli vhold- 
ers of the John Hancock Insurance Co., and I told that to Dunham 
io make him feel a little better. I said—he mentioned about the Tex- 
mass loan, and IT said, “Look, Walter, you should not feel too bad 


about that. That loan has been approved by the policyholders of the 
John Hancock Trust Co.” 


his 


additional 
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Senator Carenart. The policyholders? 
Mr. Rowe. Yes, sir. 

Senator Carenart. How could it be approved by the policyholders 
Mr. Rowe. Well, I do not—here is a newspaper article I read on it. 
I do not know how it could be. 

Senator Carenarr. You mean they sent a letter out to every policy 
holder and they wrote back that they were going to approve the 
Texmass loan ¢ 

Mr. Rowe. Here is an article of the Herald of February 13 that the 
John Hancock officials upheld : 

By overwhelming vote policyholders of the John Hancock Mutual Life Insu 
ance Co. yesterday repudiated six minority policyholdets’ suits brought against 
the 1947 directors of the company as a result of a loan to the Texmass Corp. 

I read that to him or told him about that over the telephone and 
it seemed to please him, and he felt much better because of it. 

Senator Futspricutr. You read it to him on the telephone ? 

Mr. Rowe. Yes, sir; not the whole thing, it was a long article, si: 

Senator Futsricut. Mr. Rowe, you denied one statement of Mr 
Dunham’s, and I will read you this one, and I would like for -you to 
be very careful in your answer. Mr, Dunham said this: 

I was in Fort Lauderdale. Director Rowe called me on the phone and said 
there is a rumor that you left a resignation when you went on your vacation, 
I replied that it was more than a rumor. You can read the resignation, if you 
want to. I have it here with me. 





Is that a correct statement ? 
Mr. Rowe. I think in substance it is correct. but maybe tht came 
some place in the conversation; where, I do not remember. 

Senator Futsrienr. Did you call him? 

Mr. Rowe. I did not call him. 

Senator Futsricut. You say you called him only to inquire about 
his health; is that right ¢ 

Mr. Rowe. Yes, sir. 

Senator Fuisricur. You did not call him to inquire about his 
resignation ¢ 

Mr. Rowe. Yes, sir. 

Senator Futsricur. That I would say then amounts to a direct 
contradiction of this statement, because the implication, or the plain 
meaning of Mr. Dunham’s statement is that you called him to inquire 
about his resignation. He never mentioned that you inquired about 
his health at all. 

Mr. Rowe. Look, Senator—— 

Senator Futsrigur. Do you not think it is a little odd having known 
Mr. Dunham so briefly that you should be so concerned about his 


health ? 


Mr. Rowe. I think we all were concerned about his health, Senator. 


Senator Futsricur. You are just a man of deep sympathy. 


Mr. Rowe. We all were concerned about his health over there. 


Senator. 

Senator Funtsricut. Is it not odd that the older Directors. none of 
them called him about it at this time? 

Mr. Rowe. Yes: they did. There is only one—I do not know 
whether Ed Willett called him or not, but Walter Cosgriff and Elme 
Harber called him. There are only five of us, and he is one. 
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Senator Futpricur. The effect of your statement is a denial of Mr. 
Dunham’s statement, is 1t not? 

Mr. Rowe. Well, Senator, I can only tell you my part in it. 

Senator Fu.tsricut. I am unable to see since there was a resignation 
already signed, sealed, and ready to be delivered, why you dictated 
this additional statement. 

Mr. Rowe. I think probably—see, here is a story on the policy- 
holders approving that loan that bothered him very much, and here 
s an ad in the paper that tells who the Directors are and their state- 
ment. When I told him about those things he was very much— 

Senator Futsricut. Is that why you put in the words about aaah: 
fixion ¢ 

Mr. Rowe. No, no. Those are not my words. 

Senator Carenartr. Mr. Rowe, let me read— 

Senator Futsricutr. Well, they are your words. The memorandum 
vas dictated. 

Mr. Rowe. That is correct. 

Senator Carenarr. Let me read a paragraph in your letter that you 
prepared for Mr. Dunham to send to the President : 

Again let me thank you for your confidence, but I feel it is more important to 
get the RFC controversy settled, and there is nothing these Senators can do 
anyway to hurt my reputation among my friends. 

What did you mean by that paragraph ? 

Mr. Rowe. I think that is exactly how he felt about it. 

Senator Carrnarr. How he felt about it. 

Mr. Rowe. Yes, sir. 

Senator Capenart. He did not know anything about it. you wrote 
the memorandum. 

Mr. Rowe. He does know about it. 

Senator Caremarr. He did not know anything about it. You wrote 
the memorandum. 

Mr. Rowe. He does know about it. 

Senator Carenart. He did not know anything about it, he came 
back and read it. 

Mr. Rowe. I think his girl read the whole business to him over the 
telephone in Florida. I am not sure, I was not there. 

Senator Carenartr. But you were the first to think of the language, 
were you not ¢ 

Mr. Rowe. No, no. I was probably the first to put it on paper, but 
[ was not the first to think about it. The only part that I put in there 
was about making him feel good about the Texmass loan. 

Senator Caprnart. Why did you write this paragraph: 


Again let me thank you for your confidence, but I feel it is more important 


to get the RFC controversy settled, and there is nothing these Senators can do 


anyway to hurt my reputation among my friends. 


Why did you dictate that paragraph ? 

Mr. Rowe. I do not think—I think it is a normal situation, if he 
feels he is right, everybody usually feels they are right, and his friends 
will think he is right. 

Senator Carenart. You had read Mr. Dunham’s resignation, had 
you not, before you dictated this one? 


Mr. Rowe. No. 
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You had not ? 





Senator Carenart. 
Mr. Rowe. No. 
Senator Carenart. Why did you put that paragraph in? 

Mr. Rowe. Because I thought—— 

Senator CAPEHART. Do you feel that the Senators had been persecut- 
ing and re yourself and these other Directors? 

‘Mr. Rowe. I do not think you have been crucifying me, and I do 
not want to speak about anybody else, but I think you have been a 
little rough on me in that report, because I have done nothing wrong. 

Senator Carenart. Why did you want Dunham to put that para- 
graph in his letter to the President of the United States ? 

Mr. Rowe. I had heard him make that statement many times, and 
I did not want to put it in. It was submitted for his own use. He 
could do what he wanted with it. 

Senator Funsricut. Mr. Rowe, before you dictated that, did you 
discuss this matter wtih Mr. Harber? 

Mr. Rowe. No. 

Senator Futsrieut. Did you discuss it with Mr. Cosgriff? 

Mr. Rowe. No. 

Senator Futsricnt. Did you discuss it with Mr. Willett ? 

Mr. Rowr. No. As a matter of fact, I think Mr. Willett was up 
here that day. 

Senator Futsricut. Why did you not discuss it with Mr. Cosgriff or 
Mr. Harber ? 

Mr. Rowe. Look, it was a question—if I remember correctly that 
day Elmer Harber was so concerned about him appearing before the 
committee he thought something would happen to him. 

Senator Futsricnt. This was a matter of great importance to the 
other Directors, was it not? 

Mr. Rowe. I think it was of greater importance to Dunham if he 
was not feeling well. That was my thought. It makes little difference 
to me whether Walter Dunham isa Director or not, personally. 

Senator Futsrient. It could not be—well, tell me exactly what 
happened after you talked to Mr. Dunham; he just sat down im- 
mediately and dictated that memorandum ? 

Mr. Rowe. That is my recollection. 

Senator Futsrieut. You did not talk to anybody about it? 

Mr. Rowr. No, no. I might have talked to Mr. McIntyre. 

Senator Futsrient. Mr. McIntyre here? 

Mr. Rowr. Yes. 

Senator Futsricnt. Mr. McIntyre, did he talk to you about the 
memorandum ¢ 

Mr. McIntyre. Yes, sir; he talked to me about the memorandum. 

Senator Futsricut. Mr. McIntyre, have you been sworn? 

Mr. McIntyre. No, sir. 

Senator Futsricut. Will you be sworn, please. 

Do you solemnly swear to tell the truth, the whole truth and 
nothing but the truth, so help you God ? 

Mr. McInryre. I do, sir. 


Senator Futsricur. Will you tell the committee exactly what Mr. 


Rowe said to you about that memorandum ? 
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TESTIMONY OF JOSEPH McINTYRE, ASSISTANT TO RECONSTRUC- 
TION FINANCE CORPORATION DIRECTOR C. EDWARD ROWE 


Mr. McInryre. Well, I recall him talking over the telephone with 
Mr. Dunham and reading from the newspaper to Mr. Dunham. 

Senator Futsricur. Did you hear the conversation ¢ 

Mr. MecInryre. No, sir; no, sir. 

Senator Futsriegnr, What did Mr. Dunham say to you? 

Mr. McInryre. He did not say anything to me. 

Senator Funtsricutr. I mean Mr. Rowe. 

Mr. McInryre. He told me, roughly, what they had discussed over 
the telephone, and Mr. Dunham suggested that it be reduced to writ- 
ing and brought around to his office; that he would like to have it over 
in his office; that Mrs. Smoot had his original resignation and Judge 
Rowe brought it over—I believe Judge Rowe went over first to see the 
resignation. We had it typed in the office after he had reduced it to 
writing. 

Senator FutBricur. You went to see the resignation first / 

Mr. McInryre. Judge Rowe did. 

Senator Futsricut. Yes 4 

Mr. McInryre. And he left a memorandum to be typewritten to be 
brought over to Mr. Dunham’s office. I brought it over to Mr. Dun- 
ham’s office, and we gave it to Mrs. Smoot. 

Senator Futsricnr. Did you have any part in the dictation of that 
memorandum ¢ 

Mr. McInryre. No, sir. 

Senator Futpricut. What did he tell you of the significance of the 
memorandum ¢ 

Mr. McIntyre. There is no significance that he discussed with me, 
sir. 

Senator Futpricur. He did not say anything / 

Mr. McInryre. He was concerned about Mr. Dunham’s health, 
sir. 

Senator Futsricghr. What did he say about Mr. Dunham’s health ? 

Mr. McInryre. Well, I recall him asking when he finally got him 
on the wire, and it was my impression when he had first called Mr. 
Dunham, Mr. Dunham was not there, but the person who had answered 
the phone said he was at the doctor’s. 

Senator Futpricnr. Did you hear the conversation, did you hear 
him talking on the phone? 

Mr. McIntyre. He told me; no, sir, I did not hear him call. 

Senator Futsrignr. You did not ¢ 

Mr. McInryre. Yes, sir. 

Senator Futsricur. He told you he had called ? 

Mr. McInryre. Yes, sir. 

Senator Futsricgur. Then what did he say? 

Mr. McInryre. That he had discussed Mr. Dunham's health with 
him, and Mr. Dunham said that he did not feel very well at all. 

Senator Futsricut. What was the matter with him, did he tell you? 

Mr. McInryre. Why, I had heard before that he supposedly had 
a heart condition. 

Senator Futsrigur. What did Mr. Dunham say ? 

Mr. McInryre. He did not tell me anything. 
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Senator Futsricutr. He was very concerned about his health / Se 
Mr. McInrynre. Yes, sir. Mr 
Senator Futsricur. Is that all? Hine 
Mr. McIntyre. Yes, sir. Bang: 
Senator Futsricur. Therefore, he sat down and dictated the memo We 
randum ¢ * - 
Mr. McInryre. Well, I know that they discussed this newspaper ol 
article, sir, and I know ; ae 
Senator Futsricgur. How do you know that? I tho 
Mr. McInvryre. I was there in the room, sir, when he was telephon antes 
ing Mr. Dunham. ee . 
Senator Futsrieur. I thought you said that you did not hear him. f " 
Mr. McInryre. I did not hear Mr. Dunham’s conversation with a i 
Judge Rowe. aa 
Senator Futsricur. You heard Mr. Rowe’s conversation ¢ "ae 
Mr. McInryre. Yes, sir. M 
Senator Bennett. I would like to refer back to Mr. Dunham’s testi- ‘ 
mony. I have a memory that he reported that he called Washington Sey 
back—well, I am mistaken. ea 
He said, and I am reading, this is Mr. Dunham: Mi 





































not q 


Very well. He said, “I think it is imperative that that resignation be sent in : Se] 
today—” Sa: 
speaking of Mr. Rowe— Mi 
I said, “What makes that imperative?’ Sena 


He said, “Well, I think that will straighten out the whole matter. You just sel 
resign and say that the committee crucitied you.” And I— Mi 


Dunham— me 

; ; oleh |e Mi 
said, ‘Well, I do not think I ought to assume the responsibility for this whole e ’ 
investigation. I do not feel like resigning on that basis,” and I called your ex gotte 
aminer up and talked with him, mentioned the fact that I was disturbed about it. could 


Se 
tee a 


Mi 


[ assumed he was referring to the examiner in the RFC. I now 
assume he talked to Mr. Herz. 

Have you been sworn, Mr. Herz? 

Mr. Herz. No, sir. 

Senator Bennerr. Can you explain the question, did Mr. Dunham 
call you from Florida on that date ? 

Senator Futsrigur. Mr. Herz, do you solemnly swear to tell the Ra 
truth, the whole truth, and nothing but the truth, so help you God? Te 

unles 
Mr. Herz. I do, sir. 


. 4: Mr. 
Senator Fu.sricut. Give your full name to the reporter. vente 
. me 


TESTIMONY OF THEODORE HERZ, STAFF DIRECTOR OF a) 


SUBCOMMITTEE M: 


T 


Cause 
Do y 
Se 
type 


Mr. Herz. Theodore Herz, director of staff for the subcommittee. 
Senator Bennerr. May I ask this question, then: Do you remem- 
ber on what day this telephone call occurred ? 
Mr. Herz. I do not remember, Senator Bennett, but [ have a mem- M. 
orandum in my files which would indicate it. Se 
Senator Bennerr. So you can put the date in the record ? M 
Mr. Herz. Yes, sir. heal 
Senator Bennerr. Do you recall the conversation ? Mire 
Mr. Herz. Yes, sir. “es 
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Senator Bennerr. Can you tell us what Mr. Dunham said? 

Mr. Herz. Mr. Dunham called Senator Fulbright’s office, and the 
Senator was not in, and I took the call. The reason for the call 
was that he had just before that received a call from the Chairman 
of the RFC, Mr. Harber, relative to the possibility of his appear- 
ance here as a witness. Mr. Dunham had called Senator Fulbright 
to find out whether it would be necessary for him to appear. 

During the course of the conversation he made a comment which 
I thought at the time might be an offhand comment, but I noted it 
anyhow. He said something to this effect, Senator: “I think I had 
better come back there; I am a little disturbed because of what some 
of my colleagues have asked me to do.” I do not know for sure 
whether he used the singular or the plural in referring to his col- 
leagues. My memorandum would show that. 

Senator Bennerr. But he did not specifically mention—— 

Mr. Herz. He said only what I have told you he said, and I did 
not question him on it at the time. 

Senator Bennerr. Was there anything else in that conversation 
that you think would be pertinent at this point ? 

Mr. Herz. Nothing whatever. 

Senator Bennerr. I have no further questions. 

Senator Futsrieut. Did you make that memorandum that day? 

Mr. Herz. I dictated that memorandum immediately afterward, 
Senator. 

Senator Futsrient. Is that memorandum available ? 

Mr. Herz. Oh, ves. 

Senator Futsricur. Can your girl get it? 

Mr. Herz. She might be able to find it, Senator. The files have 


gotten in pretty bad ‘shape i in the last couple of weeks. I think she 
could find it. 
Senator Futsrieur. I think it would be interesting to the commit- 
tee as perhaps good evidence of what actually was said that day. 
Mr. Herz. I will send down for it. 


TESTIMONY OF C. EDWARD ROWE, DIRECTOR, AND JOSEPH 
McINTYRE, ASSISTANT—Resumed 


Senator Bennerr. I would like to make this observation: That, 
unless I did not hear correctly, we now have a contradiction between 
Mr. McIntyre and Mr. Rowe as to whether or not his memorandum 
regarding Mr. Dunham’s resignation was written before or after he 
had in fact read the original resignation that Mr. Dunham left behind 
in his office. 

Mr. Rowe. I do not think there is any contradiction, Senator, be- 
cause I went over to Mr. Dunham’s office while it was being typed up. 
Do you follow me? 

Senator Bennerr. No. You went over when what was being 
typed up? 

Mr. Rowr. These notes that I dictated. 

Senator Bennerr. Your dictation? 

Mr. Rowr. Yes, sir. I left and went over, and then Mr. McIntyre 
brought them over to Mr. Dunham’s office where I was talking with 
Mrs. | Smoot. 
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Senator Bennerr. I think it is quite important we should know 
whether your memorandum was dictated in ignorance of what Mr 
Dunham’s statement had in it. 

Mr. Rowe. It was, sir. 

Senator Bennerr. Now I get from Mr. McIntyre that you had read 
Mr. Dunham’s statement before you dictated the memorandum. 

Senator Carenarr. That is what he testified to. 

Senator Fursricntr. Mr. McIntyre said that you had gone around, 
read Mr. Dunham’s resignation, and come back and dictated youl 
statement. 

Mr. Rowe. Oh, no. 

Mr. McInrryre. If I said that, I said it unknowingly at that time. 
but I know this, that Judge Rowe, after he had reduc ed the conversa- 
tion to a memorandum form and left it to be typed, went to Mr. Dun- 
ham’s office; and then I brought the memorandtim over, after it had 
been completely typed, to him over there in Mr. Dunham/’s office. 

Senator Bennerr. Was it later changed or altered in any way? 

Mr. McInvryre. No, sir. 

Senator Bennerr. I am interested, Mr. McIntyre, in your function 
at the RFC. You call yourself an assistant to the Board, but at least 
I have the impression that all of your assistance was to Mr. Rowe. 
Am I incorrect in that? 

Mr. McInryre. A great deal of my work has been with Mr. Rowe, 
but I have been called upon by the complete membership of the 
Board to do various things, sir. 

Senator Bennerr. Are there other individuals having a similai 
assignment to yours that are assistants to the Board 4 

Mr. McInryre. Yes, sir. There is Mr. Sullivan: he is special 
assistant on railroad matters. There is Mr. Macartney, who is special 
assistant on engineering matters. 

Senator Bennerr. What is your specialty ? 

Mr. McIntyre. My function has been on correspondence and on 
work here before the Congress, sir. 

Senator Bennerr. Have you been active in the Democratic Party, 
closely connected with the Democratic National Committee / 

Mr. McInryre. I have never been with the Democratic National 


Committee, sir; but I have been here on the Hill with the late Senator 


David I. Walsh. I was his secretary, oh, 1 would say, for a period of 
almost 10 years. 

Senator Bennerr. Have you been active in the Masachusetts Demo. 
cratic Party ? 

Mr. McInvyre. I vote, sir, if that is what you mean, Senator. 

Senator Bennerr. That is not what I mean. 


Mr. McInryre. I have not been active other than as an employee of 


the Senator, sir. 

Senator Bennerr. What was your service in the Labor Department 
before you came to the RFC? 

Mr. McInryre. I was phages the Unemployment Insurance Division 
in the Department of Labor, sir. 

Senator Bennerr. Do cr have civil-service status? 

Mr. McIntyre. Yes, sir. 

Senator Bennerr. Who suggested that you go over to RFC? 

Mr. McInryre. Judge Rowe, sir, asked me if I would be avail- 
able to come over. 
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Senator Bennett. Then you came over. Did you retain your eivil- 
service status / 

Mr. MecInvyre. No, sir; I am on an excepted appointment, but I 
still have my civil-service status. 

Senator Bennerr. You want us to understand you have no active 
political connections with the Democratic Party in Washington, D.C. ? 

Mr. McInryre. No, sir; I do not. 

Senator Futsrienr. Mr. McIntyre. did you hear what Mr. Rowe 
said over the telephone ¢ 

Mr. McInryre. No, sir. 

Senator Futpricur. Not Mr. Dunham. Did you hear what Mr. 
Rowe said ? 

Mr. McInryre. Oh, yes: I heard what Mr. Rowe said when he 

talked into the mouthpiece ; yes, sir. 

Senator Careuarr. Did Mr. Rowe suggest to Mr. Dunham that he 
ought to resign and get off the Board ? 

Mr. MeInryre. Just what Judge Rowe said to you, sir, about the 
idea to—— 

Senator Carenarr. What did Judge Rowe say? Repeat that. 

Mr. McIntyre. As I recall it, s a you feel as badly as you do 
feel, Walter, you ought to aa oe health is more iMport: it 
to you.” 

Senator Carenarr, Then Judge Rowe voluntarily offered to write 
his resignation ? 

Mr. McInryre. No, sir: no, sir. 

Senator Carenarr. How did that get into the conversation 7 

Mr. McInryre. Well, I think Judge Rowe asked him whether or 
not there was a rumor that had been floating around the building that 
Mr. Dunham had a resignation, and he asked if that was so. Mr. 
Dunham said “Yes,” he had left his resignation with his.oflice. 

Senator Carenarr. Judge Rowe, did you tell Mr. Dunham on the 
telephone that you would write his resignation / 

Mr. Rowe. No; he said, “Why don’t you put those together and 
bring them over to my office?” and that is what I did. 

Senator Caremarr. Put what together / 

Mr. Rowe. Oh, the things we talked about on the telephone 

Senator Carenartr. All you talked about on the telep ee ‘accord: 
ing to your own testimony, was his health. 

Mr. Rowe. Oh, no, sir. I told you that I read excerpts from the 
newspaper. We talked about about the Texmass loan. This is what 
particularly disturbed him, and I thought that news would make him 
feel better. 

Senator Bennerr. Tam curious as to why you called him about his 
health. Do I not remember correctly that you testified that both Mr. 
Harber and Mr. Cosgriff had called him about his health. and did 
they not tel] you what the condition of his health was? 

Mr. Rowe. Well, Mr. Dunham was very sensitive about his posi- 
tion on the Board. He told me earlier what a tough time he had with 
the old Board and how uncomfortable and how unfriendly it was, 
and T sure had been trying to make it friendly for him. 

Senator BENNETT. oe er Words, it was just a friendly call ? 

Mr. Rowe. Yes, S 

Senator BENNETT. re point to it? 

Mr. Rowe. Well, there is no point in my getting him to resign. 
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Senator Funsricutr. At what time of the day did you call, Mr 
Rowe? 5 , 

Mr. Rowe. I think there were two calls, Senator. I think I talked 
with him probably in the afternoon. I am not sure just what th 
time Was. 

Senator Futsrigut. The first call in the afternoon / 

Mr. Rowe. I think both calls 

Senator Futsrieut. Do you remember what day it was / 

Mr. Rowe. February 20. 

Senator Futsricutr. February 20? 

Mr. Rowe. Yes. 

Senator Futsricut. What day of the week was that / 

Mr. Rowe. I do not know, sir. Mr. McIntyre says it was Tuesday 

Senator Futsricur. You first called him in the afternoon ? 

Mr. Rowe. I think I made two calls trying to get a hold of him. 
Senator. 

Senator Funsricur. The first time he was not in ‘ 

Mr. Rowe. That is my recollection. 

Senator Futsricutr. But you only talked to him once ¢ 

Mr. Rowe. That is correct. 

Senator FutsrieHr. And it was in the afternoon / 

Mr. Rowe. I think so; yes, sir. 

Senator Futsricur. Then what happened? Did vou immediately 
that afternoon dictate this memorandum ¢ 

Mr. Rowe. That is correct. 

Senator Futsricur. What ? 

Mr. Rowe. That is correct. 

Senator Fursricnt. Why were you in such a hurry to do it that 
afternoon ¢ 

Mr. Rowr. ‘He wanted it done. I got the impression, Senator, that 
he would rather stay in Florida because of his health. Now maybe 
I got that impression incorrectly, but that is the impression I got. 
There was some talk right then about him coming up here, and I think 
Mr. Harber called you because he was also ‘disturbed about Mr. 
Dunham’s health. 

Senator Futsrigut. Would you say you called him about 3 o'clock 
in the afternoon ¢ 

Mr. Rowe. It could be; I am not sure, sir. 

Senator FutsrieHr. And by when did you have the memorandum 
dictated ¢ 

Mr. Rowe. Oh, I think probably we were over there, I should think, 
between 4 and 4:30. That is a guess, now. 

Senator Futsricut. That would tend to confirm your thought that 
it was imperative that you do it that very day, would it not ? 

Mr. Rowe. Well, he asked me to do it then. 

Senator Fu.sricur. He is the one that said it was imperative for you 
to do it. 

Mr. Rowe. No, that word was not used, “imperative.” 


Senator Futsricur. Do you happen to know whether that was the 
day the reorganization plan was sent to the Senate by the White 


House? 
Mr. Rowe. No: I think it was after that. 
Senator Futsrientr. Which was after which ? 
Mr. Rowe. I have an idea the call was after the plan was sent over 
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Senator Futsricut. Were you in favor of the reorganization plan? 

Mr. Rowr. I think, sir, that there is only one thing about it that 
bothers me a little bit; and that is, I think a single administrator to 
operate the affairs of the Corporation is a good idea, so the respon- 
sibility for the management will be placed on one man. 

Senator Futsrient. I mean at that time, did you ever express your- 
self as being in favor of the reorganization plan ? 

Mr. Rowr. Not completely, sir; no. 

Senator Fuisrieutr. Did you express yourself as being opposed 
to it? 

Mr. Rowe. In some respects; yes. sir. 

Senator Futsricur. To whom did you express yourself? 

Mr. Rowe. Well, people who would talk with me, what did I think 
about it. 

Senator Futsricur. What is that? 

Mr. Rowe. People who would talk with me and ask me what I 
thought about it. 

Senator Fcutsriecutr. Did you ever send a letter to the President ? 

Mr. Rowe. Oh, no. 

Senator Futsrientr. Did you talk to Mr. Dawson about it ¢ 

Mr. Rowe. No, sir. 

Senator Futsrient. Can you recall anyone that you expressed your 
opposition to the plan to? 

Mr. Rowe. I talked with a lot of people that come in the office, 
Senator, about having somebody they can go to and talk to about 
loans that has a vote on it. I would not undertake to tell you how 
many. 

Senator Futsrieut. Did you talk to Mr. McIntyre about your views 
on the plan? 

Mr. Rowe. Oh, ves. 

Senator Futsrigur. Mr. McIntyre, what did Mr. Rowe tell you 
about his views about the organization plan? 

Mr. McInryre. He was in favor of having somebody in charge that 
would be completely in charge, but also expressed the hope that the 
various sections of the country represented—— 

Senator Fu.sricut. Please continue, Mr. McIntyre. What did he 
say to you about the plan? 

Mr. McInryre. Authority should be vested in sort of a chairman 
who would be the over-all supervisor, but that various sections of the 
country should also be repesented on the Board. 

Senator Fuusricnt. In effect, he was not for the plan; is that right ? 

Mr. McIntyre. I would say he was for parts of the plan, sir, and 
opposed to parts of it. 

Senator Futsricntr. Mr. Rowe, is it not a fact that the reason you 
thought it was imperative that that be put in that day was because 
that is the day the plan was sent up to Congress; is that not correct ? 

Mr. Rowe. No; I do not—asa matter of fact, I thought the plan was 
sent to Congress, Senator, on a Monday, because I will tell you why: 
I was at home and I did not know about it until I heard of it in a taxi- 
cab in Boston. I think the plan came over on a Monday, Senator. 

Senator Funsricur. Well, tell the committee why you were in 
such a hurry and so anxious that a memorandum be dictated on the 
sume afternoon you talked to Mr. Dunham. 
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Mr. Rowe. Well, I like to do things and 
and he asked me to do it and I did it. 

Senator Fursricur. You insist, vou reiterate, do you, that Mr. 
Dunham’s statement is not true, the one I read to you, and I will read 
to you again 

Mr. Rowe. Iecalled him. Part of it is true. 

Senator Funsrienr. This statement, and | read it to vou from page 
1480 of the transcript : 


get them over anyway, 


_ 


Mr. DuNnHAM. “I think it is imperative that that resignation be sent in today,” 
as ofthat day. I said, “What makes that imperative?” 

Do you deny you said that ¢ 

Mr. Rowe. Positively deny it, Senator. 

Senator Fursricur. It seems to me that the circumstance that you 
proceeded immediately after your call to dictate your suggestion 
would be confirming that very thought. Does that occur to you as 
being consistent / 

Mr. Rowe. No; it does not occur to me. 

Senator Futsricut. It does not / 

Mr. Rowe. No, sir. 

Senator Futsrigutr. Can you give us any other reason why you 
proceeded immediately to dictate the suggestion and have it delivered 4 

Mr. Rowe. I think, Senator, at that time—lI thought the big ques- 
tion on his mind was whether or not he would be physically able to 
appear before your committee, and my recollection is that hearings 
were going on right at that time. 

Senator Fursrigutr. Why, then, do you think Mr. Dunham very 
soon after that decided to come to Washington and appear ¢ 

Mr. Rowr. I cannot explain it. 

Senator Futsricur. You seem to have been more concerned about 
his health than he was, were you not ? 

Mr. Rowe. Well, he talks a lot about his health, Senator. 

Senator Funsricur. And it impressed you more than he is im- 
pressed, I believe. 

Mr. Rowr. Well, I do not want to pass on that. 


TESTIMONY OF THEODORE HERZ, STAFF DIRECTOR—Resumed 


Senator Futsricur. Mr. Herz, do you have the memorandum there / 

Mr. Herz. I have the memorandum there, Senator. 

Senator Funpricur. What is the date of it / 

Mr. Herz. I find I wrote the memorandum on February 25 from 
notes which I had prepared on February 21. It has been my practic: 
to make notes, and I catch up on my dictation a few days later. Iam 
a little bit behind these days 

I will read the memorandum which is dated February 28, 1951: 


On Wednesday February 21, 1951, Walter Lee Dunham called Senator Fu 
bright from Florida. I took the call. Dunham said that he hoped to go to 
Clearwater on the next day to spend the week fishing. He said that he would 
prefer not to come back to Washington for the hearings but could come if needed 
His then plans were to return to Washington on March 5. I told him that the 
subcommittee would not call him back from his vacation, but I said that a 
number of the witneses would bandy his name about and that if I were he | 
would wish to be present at the time. He said perhaps it would be best for him 
to come back and attend some of these hearings, and he then undertook to return 
by Monday, February 26, 1951. During the course of the discussion, Dunham 
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said he had recently become suspicious of some of his associates because of what 
they wanted him to do, but he did not enlarge on this statement. 


That is the entire memorandum. 

Senator Bennerr. I am interested in this first memorandum be- 
cause here is a man that is ill, so ill that his resignation must be pre- 
pared for him, but he wants to stay in Florida for a week’s fishing. 


TESTIMONY OF C. EDWARD ROWE, DIRECTOR, RECONSTRUCTION 
FINANCE CORPORATION—Resumed 


Senator CarrHartr. Mr. Rowe, who first approached you about be- 
coming a Director of RFC / 

Mr. Rowe. I think Matt Connelly mentioned it one time in the 
White House in 1946, I am not sure. 

Senator Capemarr. Who officially approached you? 

Mr. Rowe. You mean at that time? 

Senator Carenarr. Yes. Who officially discussed the matter with 
you / 

Mr. Rowe. In 19464 

Senator Caprenarr. No; when you became a Director? 

Mr. Rowr. Oh, you mean this time 

Senator Caprnart. Yes. 

Mr. Rowe. I talked with the President a couple of times. 

Senator Carenartr. The President personally / 

Mr. Rowe. Yes, sir. 

Senator Capenart. Who made the appointment / 

Mr. Rowe. Matt Connelly. 

Senator Capenarr. Matt Connelly ? 

Mr. Rowe. Yes, sir. 

Senator Carenart. Did Mr. Dawson have anything to do with it / 

Mr. Rowe. I do not know, sir. I was alone with the President, just 
the two of us. 

Senator Carpenarr. And the President told you he was going to 
appoint you as an RFC Director ¢ 

Mr. Rowe. He talked with me about the RFC a little bit and what 
was needed over there and what ought to be done. 

Senator Carenarr. What did he say was needed or ought to be 
done ¢ 

Mr. Rowe. Well, he said it needed to be cleaned up and to go on over 
there and do a job. 

Senator Carenart. He said it needed to be done / 

Mr. Rowe. Yes. 

Senator CareHartr. When was this? 

Mr. Rowe. Oh, I do not remember. 

Senator CapeHarr. You ought to remember when you talked to the 
President of the United States. 

Mr. Rowr. Yes. 

Senator Carenart. About what time? 

Mr. Rowe. I think probably it was sometime in August. 

Senator Caremartr. You mean August 1950 ¢ 

Mr. Rowe. That is right. 

Senator Carenart. The President said to you that he wanted you to 
vo over there and clean it up 4 
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Mr. Rowe. That is right. 

Senator Carenarr. What did you understand the President to 
mean by that statement? 

Mr. Rowe. Well, I could agree with him after I got over there. I 
thought it needed reorganization. 

Senator Capemarr. You said what? 

Mr. Rowe. I cannot quarrel too much with many of your findings 
or what the President said, because we did those very things, Senator, 
that you mentioned. We put restrictions on the moving, we tried to 
stop the hiring of employees by borrowers, and we generally did the 
things that we : thought would help straighten the situation out. 

Senator Carenarr. Do youthink the President was aware of the fact 
that RFC was dirty at that time? 

Mr. Rowe. Oh, I think he was aware of the fact that the manage- 
ment needed improvement. 

Senator Carprnartr. The management needed improvement ? 

Mr. Rowe. Yes, sir. 

Senator Carenarr. In your conversation with him, the President 
said he wanted to appoint you as Director so you could go over there 
and clean up RFC? 

Mr. Rowe. Well, words—I do not want to use exact words, but I 
knew there was a reorganization job to be done over there. 

Senator Capenarr. You said a moment ago that is what the Presi- 
dent said. 

Mr. Rowr. Well, no, I do not recall the exact words, but that was 
the impression the words created on me. 

Senator Carenartr. That RFC was in a bad situation and needed 
somebody like you to clean it up? 

Mr. Rowe. Well, I do not know whether he said somebody like me, 
but he was telling me to go over there and do it, and I sure tried to. 

Senator Carenarr. Did you discuss the matter of your being ap- 
pointed an RFC Director with Mr. Willett before you were appointed ? 

Mr. Rowe. You mean 

Senator Carenarr. Did you discuss your appointment with Direc- 
tor Willett? 

Mr. Rowe. I think probably I told him I heard some talk about 
that I was being considered again. I am not sure, Senator. 

Senator Carenarr. At no time did you ever discuss your appoint- 
ment with Mr. Dawson ? 

Mr. Rowe. I think I had to go down there one time and answer 
some questions, or what not, for him. 

Senator Carenartr. What kind of questions?) What were the ques- 
tions ¢ 

Mr. Rowe. He went over my background, what I had done, the 
kind of business. I would think maybe that was about three months 
before the appointment came up, something of that kind. 

Senator Carrnartr. Did you ever telephone Mr. Dawson from your 
home in Massachusetts to Washington ? 

Mr. Rowe. I doubt it. 

Senator CarpeHartr. You doubt it? 

Mr. Rowe. Yes, sir. 

Senator Carpemartr. What did Mr. Dawson tell you? 

Mr. Rowe. I think he said the President was considering me for 
appointment. I did not ask him and he did not tell me. 
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Senator Carenart. What else did he say? 

Mr. Rowe. It was mostly questions about me. es 

Senator Carenartr. What were some of the questions? Did he want 
to know your age? 

Mr. Rowe. Yes; and was I connected with any banks; what com- 
panies was I connected with; how long I had been practicing law; and 

various questions about my business. 

Senator Carenarr. Did he tell you that the White House would 
clear all top personnel in RFC? 

Mr. Rowe. No, sir; he did not. Incidentally, I want to say this: 
The President did tell me on one occasion that nobody can put any 
pressure on you, go over there and do what is right. The President 
told me that. 

Senator Carrnarr. The President was aware of the fact that some- 
thing was wrong? 

Mr. Rowe. I do not know, but that is what he told me and nobody 
has put any pressure on me, and I do not have to stay there. 

Senator Carenart. But you do not remember telephoning Mr. 
Dawson from your home in Massachusetts 4 

Mr. Rowe. I doubt if I telephoned him from my home. 

Senator Futsrieur. Did you ever telephone Mr. Willett? 

Mr. Rowe. Oh, yes; a lot of times, Senator. By the way, there is 
one thing in the report, something about Ed Willett was trying to 
have me made a trustee of Waltham Watch. ‘The judge wanted to 
make me a trustee of Waltham Watch, and I have a copy of a letter 
which I sent here in which I refused to accept the appointment. But 
that judge has been a friend of mine much longer than Ed Willett, 
and he did not know Ed Willett. 

Senator Futsriegutr. What is your telephone number in Athol ? 

Mr. Rowe. My office is 900 and my home is 1267. 

Senator Futsricur. You say you did not call Mr. Dawson? 

Mr. Rowe. I said I have no recollection of calling Mr. Dawson 
from my home, sir. 

Senator Fu.sricut. According to our records you called Mr. Daw- 
son from the telephone No. 900 on March 4, 1950. Do you think that 
is correct ? 

Mr. Rowe. Yes, sir. That was from my office. I gathered you 
meant did I call him from my home, sir. 

Senator Carrnarr. I said from Massachusetts. Is your home 
in Massachusetts ? 

Mr. Rowe. Please ? 

Senator Carenart. I asked if you ever called Mr. Dawson from 
Massachusetts. 

Mr. Rowe. If you asked me that and I said “No,” I was incorrect. 

Senator CarenHart. You said “No.” 

Mr. Rowe. Iam sorry. I did call him from Massachusetts. 

Senator Carenarr. After your memory was refreshed here—— 

Mr. Rowe. I thought Senator Fulbright asked me if I called him 
from my home in Massachusetts ; those are the words I heard. 

Senator Futsrieut. Is that in your own file; do you recall? 

Mr. Rowe. Now I recall one day I was going to Boston, and the 
State police stopped me. I called him from the police station in 
Gardner, Mass. 
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Senator Futsricut. The police? 

Mr. Rowe. Yes, sir. 

Senator Futsricut. What was the matter? Did you need as- 
sistance? You were a judge, were you not¢ Could you not take care 
of yourself? Did they arrest you for speeding ? 

Mr. Rowe. I was going to Boston with Mrs. Rowe, and I thought 
this police officer was giving me a lot of attention. So finally he pz issed 
me and stopped me. Hes said there was a call from the White House— 
oh, to call my office, that was it. So I went up to the police station in 
Gardner and called my office, and my girl said to put a call in to the 
White House, which did. It was Mr. Dawson. 

Senator Futsricur. Was that on June 8? 

Mr. Rowe. I would not want to—— 

Senator Futsricut. You did call him. 

Mr. Rowe. I called him, Senator. 

Senator Futsrieur. In fact you called Mr. Willett very often. He 

a very good friend? 

Mr. Rowe. I guess so. I hope so. 

Senator Futsricut. I have one other question. You state on page 9 
of your prepared statement : 

Not one of you gentlemen, I am sure, wants to be guilty of maligning a person 
by innuendo, garbled and distorted reports or half-truths. 

Mr. Rowe. Yes. 

Senator Funsricut. In other words, by “innuendo,” you are saying 
we are indulging in our report in half-truths, distorted reports, and 
garbled reports. Would you mind being more specific / 

Mr. Rowe. Well, Senator 

Senator Futsrigutr. Are there half-truths in our report? 

Mr. Rowe. Well, this report is dated, if I understand correctly, 
February 5 or January 29 of this year. At this time I was a di- 
rector 

Senator Futrricir. Do you not know the difference, just as a matter 
of curiosity, what that means? It was actually issued on February 5 
In those parentheses “legislative day” means that was the last time 
the Senate had adjourned. In other words, we only recessed in be- 
tween. You might want to know that for the future. This was issued 
on February 5. 

Go ahead. 

Mr. Rowe. Senator, the reason I bring that out, it was in 1951. 

Senator Funsrienr. That is right. 

Mr. Rowe. At that time I was a Director of the RFC. 

I think on page 3 it says: 


There has been improper use of the Corporation’s vast authority-—— 


Senator Fursricnr. Wait a minute. Where are you reading? 
Mr. Rowe. Page 3, Conclusions of the Subcommittee. 

Senator Futsricur. Yes? 

Mr. Rowe. This report says that— 


There has been improper use of the Corporation’s vast authority in response 
to the influence which persons outside of the RFC have over individual mem- 
bers of the Board of Directors. 

ao not think anybody outside of the Board has any influence over 
me, or in the Board either. That is one, Senator. 
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Senator Futsrienr. You think then it would be fair if we should 
have said, “except for Mr. Rowe”? 

Mr. Rowe. No; I do not think Elmer Harber or Walter Cosgriff— 
Senator, as I see these directors, they have worked awfully hard to do 
a job, and it has not been very pleasant. 

Senator Futsricut. Of course, when you read the whole report, as 
you well know, it is very clear to any reasonable person that it does 
not concern the activities of any of the three since you were appointed 
to the Board. 

Mr. Rowe. Senator, I would be very happy to make that as a pub- 
lic statement because the newspapers sure ran a great headline, and 
the date of this is February 3, and I am sure I have not abused my 
authority. 

Senator Fu.srieut. Since you have been on the Board. 

Mr. Rowe. Yes, sir. 

Senator Futsricutr. The report does not say anything about any- 
thing you have done on the Board. 

Mr. Rowe. I had no authority before I got on the Board, Senator. 

Senator Futsricur. The only thing the report made reference to 
since you have been on the Board was your giving the fee to Mr. Aaron 
Krock, an old friend of yours. 

Mr. Rowe. Oh, you do not object to that, Senator. There is nothing 
wrong 

Senator Futpricut. Yes; we object to that. 

Mr. Rowe. Do you object to him getting paid for that sale? 

Senator Futzricnr. Yes; we object to it. We have made it very 
clear that there was no need whatever of employment of Krock, that 
the RFC had plenty of people quite able to discharge that function. 
As a matter of fact, they had been doing it all through the years, and 
there was simply no oceasion of giving 335,000 to your friend. 

Mr. Rowe. Now, wait a minute, Senator—- 

Senator Futsricur. We objected to that a long time ago. 

Mr. Rowe. Senator, I talked with your Mr. Foley, of your com- 
mittee, before this sale actually took place when he came down check- 
ing on it; and I asked him, as against the method I suggested as the 
method he found they were going to do, which was the best, and he 
said, “your method.” The method I think he found was that they 
were going to ask for some sealed bids. Now I think an open sale 
giving everybody an opportunity to bid and getting the high dollar 
is the best way to conduct a sale of this particular type. 

Senator Futsricur. Our point is the ‘re was no need whatever of 
employing anybody outside of the RFC. They had people in the 
RFC quite as competent as Mr. Krock. 

Mr. Rowe. Senator, that is not so. 

Senator Futsrigut. They were on a salary and are being paid right 
along, and there was no occasion for giving Mr. Krock a fee of $35,000. 
I though that you understood that quite clearly. We do not think that 
is justified. 

Mr. Rowr. Senator, there is not an auctioneer emploved at RFC. 

Senator Fursrienr. They have people that have been carrying on 
their business now for a long time, and no one can cite a similar in- 
stance. They have sold properties much larger than this property 
without employing a man for a fee, 
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Mr. Rowe. They have employed a number of auctioneers on many 
occasions. 

Senator Fursricut. Nothing similar to this. We asked three or 
four RFC representatives the other day if they would give us an ex- 
ample of a similar occasion, and they could not do it, and you are 
unable to do it. 

Mr. Rowe. Incidentally, in this case he did not receive such a large 
fee because we required him to post a bond which cost a lot of money, 
and we were trying to protect the money of the Corporation, which had 
never been done before. 

Senator Futsricur. Did he not receive his cost; that is, all the cost 
of advertising, and so on, in addition to the fee of 5 percent? 

Mr. Rowe. No; I do not understand that he did. 

Senator Futsricut. The RFC agreed to pay those expenses. 

Mr. Rowe. The RFC did not agree to pay for the bond, but we in- 
sisted that he get a bond. 

Senator Futsricnr. They agreed to pay for it, I think; the figures 
we have here in the report say that RFC would pay $8,000 of ex- 
penses. Is that not correct? Did not the RFC agree to pay that? 

Mr. Rowe. I think that that—— 

Senator Futsricur. Do you know that, Mr. McIntyre? 

Mr. McIntyre. I was trying to say to Judge Rowe I thought that 
the $8,000 that you mentioned there would have been paid to him in 
the event that the sale did not go through. I do not know what hap- 
pened on the advertising after the sale went through, whether he had 
to pay that or whether the Corporation paid that sum. 

Senator Futpriecnt. You guaranteed him against any loss? 

Mr. McIntyre. I believe that was it, sir. 

Senator Futsricutr. Our information—you ought to know about 
this, Mr. McIntyre. Did you arrange this employment of Mr. Krock? 

Mr. McIntyre. What? 

Senator Fursrienr. Did you arrange the employment of Mr. 
Krock ? 

Mr. McInrvyre. No, sir. 

Senator Futsricnt. Do you know Mr. Krock ? 

Mr. McIntyre. I have only known him since I came down to the 
RFC, Senator. 

Senator Futsricur. Did you arrange it, Mr. Rowe? 

Mr. Rowe. No, sir; Mr. Herbert Rutland arranged it. 

Senator Futsrieut. Who? 

Mr. Rowe. Herbert Rutland; he is head of the Liquidating Divi- 
sion. 

Senator Futericut. In the RFC? 

Mr. Rowe. Yes. 

Senator Fursrieut. Is this a correct statement on page 28 of our 
report: 

If Aaron Krock & Co. are successful in disposing of the properties, they will 
be paid a commission equal to 5 percent of the sales price. They will also re- 
ceive reimbursement of all advertising expenses, estimated at not to exceed 
$8,000. 

Is that correct ? 

Mr. Rowe. I think that is correct. 

Senator Futsrieur. That is all we were saying. 
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Mr. Rowe. No; you said all expenses, Senator. It just said adver- 
tising expenses here. There are a lot of other expenses besides ad- 
vertising. 

Senator Fuisricut. How much would they come to? 

Mr. Rowe. Oh, I would think a few thousand dollars. 

Senator Futsrient. What is this bond you are talking about? 

Mr. Rowe. One million dollars. It would probably cost about 
$6,000. 

Senator Futsricut. Six thousand dollars? 

Mr. Rowe. I would think so. Never before did the RFC have that 
protection. 

Senator Futsricur (reading) : 

If no sale is made at the offering to be held on January 29, 30, and 31, the 
auctioneer is to be reimbursed for out-of-pocket expenses estimated at about 


$5,000. 

Mr. Rowe., You see, there would be no need of a bond, Senator, if 
the sale was not confirmed, because there would not be any cash. 

Senator Fursrieut. Do you mean that the purchasers paid the 
rash directly to Mr. Krock? 

Mr. Rowe. That is customary at auctions. It has always been done 
in the RFC without bonds. We required a bond this time. 

Senator Futsricutr. That is because it was the first case 

Mr. Rowe. Oh, no; they have lots of sales. 

Senator Futsrignr. Why in the world did you feel, really, now, 
that it was necessary to hire Mr. Krock? What had he done for you? 

Mr. Rowe. Well, I will tell you; he has conducted sales for me in 
Philadelphia ; in Elmhurst, Long Island; I think in Holyoke and 

Senator Futsriegut. Did you owe him any obligation? 

Mr. Rowe. Look; I was just trying to do a good job, and I think a 
good job was done. 

Senator Fursrient. I think it was very good for Mr. Krock. 

Mr. Rowe. Senator, do you know that that sale was a tough sale 
and there were thousands of items to be handled? I am sorry I do not 
have the list here. 

Senator Futsricut. The list is on our record. We have it. 

Mr. Rowe. Have you? Iam glad. 

Senator Fu.srieut. Yes. 

Mr. Rowe. I do not know how many items there were. 

Senator Fu.sricut. I do not want to prolong this. Can you give 
any other examples of distorted facts and half-truths in our report? 
I am not very impressed with you first one. Do you have any further 
ones? 

Mr. Rowe. I understand, Senator, you say there is no criticism of 
any of my actions in your report since October 3. 

Senator Fursricn'r. Other than Mr. Krock’s employment. I may 
say this, we made no particular study. You see, our real investiga- 
tion of the facts had been more or less terminated at the time you 
came on. 

Mr. Rowe. There is no distinguishing in the report between the old 
Board and the new one. 

Senator Futsricur. Do you not think a reasonable person reading 
it is quite aware of such a distinction? 

Mr. Rowe. No; I do not think so, sir. I think generally the New 
York Tribune had a garbled report of this thing. 
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Senator Futsricur. The Herald Tribune ? 

Mr. Rowe. Yes, sir. 

Senator Futsricut. What was garbled about their report? 

Mr. Rowe. Something. about fees. 

Senator Futericutr. What fees? 

Mr. Rowe. Fees that were being split or some such idea on that, 
on the report, because of the way it was arranged in the munee here. 

Senator Futsricutr. You mean with regard to Mr. Casey? 

Mr. Rowe. Yes, sir. 

Senator Futsricut. That is the same one that he complained of. 

Mr. Rowe. It hurts me, too, Senator. 

Senator Futsricutr. Well, it is unfortunate when the press is not 
accurate. 

WD ator Carenart. Mr. Rowe, what connection did you have with 
Mr. Casey’s shipping company ? 

Nr. Rowe. None at all, sir. 

Senator C = HART. You had no interest in it at all? 

Mr. Rowe. No, none at all. Senator Capehart, what I have said in 
the report, that I had no business de: alings with Mr. Casey since 1939 
isso. That is of any kind. 

Senator Fu.srient. Does that complete your support for that state- 
ment on page nine? 

Mr. Rowe. Senator Capehart threw me off a second. I will go 
back to it. 

Senator Futsricur. I do not think it is quite fair to attribute to us 
the mistakes and errors of the Tribune. We always stand behind this 
report. 

Mr. Rowe. How about the Worcester Telegram, sir? 

Senator Futrricur. We had nothing to do with that. 

Mr. Rowe. In other words. you are inferring that the Telegram and 
the Herald Tribune are not reasonable newspapers? Well, I will 
pass that, Senator. 

Senator Funsricur. I did not say that the Herald Tribune was 
wrong. 

Mr. Rowe. That is the inference they got, Senator, from your 
report. 

Senator Furericut. If they are referring to the employment of 
your friend, Mr. Krock, I agree with that. I think you did abuse 
your authority, if that is what you want to talk about. 

Mr. Rowe. My recollection is three other directors voted for that, 
too. 

Senator Futerientr. That is all right. We have not here said that 
all of the rest of them are free of criticism also. 

Mr. Rowe. You said for one thing, Senator, we could vote Treasury 
stock in the report. That is not so. We could not do that. 

Senator Futsricutr. I believe I mentioned that. I do not believe 
it is particularly important, but I agree with you. 

Mr. Rowe. Well, it is not true, Senator. 

Senator Futsricut. I believe it is true. 

Mr. Rowe. I believe it is illegal. 

Senator Futsricut. That is right. I say your statement is cor- 
rect, that you could not do it. I do not think it is particularly im- 
portant as to the giving of the loan. 
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Mr. Rowe. You have extended my appointment for a year, because 
I was only named for 1 year. 

Senator Futsrianr. Were you not first named for 2 years ? 

Mr. Rowe. No, sir, 1 year, Senator. 

Senator Futsricur. Wasn’t it, Mr. Dunham who received a 1-year 
tarm ‘ 

Mr. Rowe. It says on my ticket over there “1-year term.” 

Senator Futsricur. But that was an interim appointment. 

Mr. Rowe. I do not know anything about that. 

Senator Futsricnr. You were, I think, originally nominated for 
2 vears and later given an interim appointment. 

Mr. Rowe. Well, thank you. It does not make much difference 
now, 

Senator Futsricntr. Well, I do not think it does either, and I do 
not think it should be characterized as any great defect in the report. 
I think you will find your — appointment was for 2 years. 
Do you think that in any way casts a reflection upon your character 
to say you were appointed for 2 years rather than one? 

Mr. Rowr. Well, the way it is going, it could be. 

Senator Carenarr. You mean 2 years would be worse. 

Mr. Rowe. Yes, sir. 

Senator Futsricut. Do you have anything more to add? We are 
going to recess at the moment. 

Mr. Rowe. Well, I will stop—— 

Senator Futnricut. Is that all you care to say? 

Mr. Rowe. That is all. 

Senator Futsricur. We have an executive session of the full com- 
mittee at 2 o’clock, and we will not be able to reconvene until 2:45 
to hear Mr. Cosgriff. 

Is Mr. Cosgriff here ? 

Mr. CoserirF. Yes, sir. 

Senator Futsrient. Is that all right with you? 

Mr. Coscrirr. I will be back 

Senator Fursricutr. If Mr. Rowe could come back this afternoon 
also, it would be helpful. The committee will recess until 2:45. 

(Whereupon at 1:15 p. m., the committee recessed until 2:45 p.m 


AFTERNOON SESSION 


Senator Futsrieutr. The committee will please come to order. 

The committee has received a request from Mr. Walter E. Cosgriff, 
who is one of the directors of the Reconstruction Finance Corporation, 
to make a statement. 

Mr. Cosgriff, will you please come forward. 

Have you been sworn, Mr. Cosgriff ? 

Mr. Coscrirr. Yes; I was sworn quite early in the session. If you 
want me to be sworn again, I would be very happy to. 

Senator Futsricut. I guess once is e nough. 

Will you please be seated. 

You have a statement I believe you wanted to make. 

Mr. CoseriFr. Yes, sir. 

Senator Futpricut. You may proceed. 
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TESTIMONY OF WALTER E. COSGRIFF, DIRECTOR, RECONSTRUC- 
TION FINANCE CORPORATION—Resumed 


Mr. Coserirr. I have asked and been granted permission to place a 
short statement in the record regarding t the present Board of Directors 
of the Reconstruction Finance Corporation. 

This statement will pertain primarily to the recent report of this 
subcommittee entitled “Favoritism and Influence.” I think it is 
important that the committee and the public distinguish carefully 
between the former Board of Directors and the present Board of 
Directors in order that members of the present Board need not suffer 
from “guilt by implication or association” due to the mere fact of their 
membership on the present Board. 

Before proceeding with my remarks concerning the present Board 
of Directors and its activities, I would like to avail myself of the oppor- 
tunity to list a few simple facts concerning my own background. 
I have been in the private banking business all of my matured life and 
believe I have been reasonably successful therein. I have never held 
public office of any kind or description with the exception of the vice 
chairmanship of the board of regents of the University of Utah, a 
semihonorary position involving neither salary nor compensation. 
My background, therefore, is that of a private businessman rather 
than one who has previously been active in governmental circles. I 
have been a lifelong Republican who has never voted for or supported 
a Democratic Presidential candidate. 

Senator Futsricut. Mr. Cosgriff, do you mind interruptions or do 
you wish to continue with your statement ? 

Mr. Coserirr. I am perfectly willing to have you interrupt me at 
any time, Senator. 

Senator Fuisricut. Well, I am curious about that last statement. 
I take it from what you mention that it was a matter in which you 
have some pride. I notice you say you never supported a Democratic 
Presidential candidate. Did you ever support a Republican Presi- 
dential candidate ? 

Mr. Coscrirr. Yes, sir. 

Senator Futsrieut. Who was that? 

Mr. Coserirr. All of them. 

Senator Futsrieutr. Did you ever support a Republican senatorial 
candidate ? 

Mr. Coscrirr. Yes, sir. 

Senator Futsrienr. All of them? 

Mr. Cosertrr. Way back, when a Senator named William King, 
who is now dead, was running, who was a good friend of mine, I 
voted for Senator King. 

Senator Futsricutr. Was he a Democrat? 

Mr. Coserirr. Yes, sir. 

Senator Futzsricur. Was that the only exception ? 

Mr. Coserirr. Yes. 

Senator Futsricut. Other than that you always support the Re 
publican candidates? 

Mr. CoserirFr. Yes, sir. 

Senator Fursricnt. Did you ever make any contributions to anj 
senatorial candidates? 

Mr. Coserirr. Yes, sir. 
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Senator Fursrigntr. Did you make any contributions to any sena- 
torial candidates outside the State of Utah? 

Mr. Coscrirr. Yes, sir. 

Senator Futsricnt. To whom did you make such a contribution ? 

Mr. CoserirF. I contributed to Senator Wheeler’s campaign at one 
time. I contributed to Senator Nye’s campaign. I contributed to 
Senator D. Worth Clark’s campaign, many of those gentlemen some- 
times when they won and sometimes when they lost, ‘but when I sup- 
ported them I supported them whether they were winning or losing. 

Senator Futsricut. Is that all of them? 

Mr. Coserrrr. I may have sent some money to Senator Robert La 
Follette’s campaign. 

Senator Fuisrieut. Did you send any contributions into the last 
election ? 

Mr. Coserirr. Not outside the State; no, sir. 

Senator Fu.sricur. Very well. 

Mr. Coserirr. I did not solicit or in any way endeavor to be ap- 
pointed to my present position as a Director of the Reconstruction 
Finance Corporation. When the President first approached me on 
this subject I stated that I could not accept the appointment and it 
was only after repeated urgings that I reluctantly agreed to serve for 
a limited time. Fortunately for myself, I am able to submit docu- 
mentary proof as to this fact and will be happy to do so if the com- 
mittee wishes. 

I was sworn into my present position on October 12, 1950, and up 
to that time I had never met any of the other directors, with the ex- 
ception of Mr. William E. Willett, with whom I talked briefly during 
the summer of 1950 when the President was urging me to accept the 
position. I had not known Mr. Willett previous to that time; neither 
did I have any connection with any of the other Directors in any way, 
shape, or form. 

During a lifetime I have probably been a member of around 100 
different boards, committees, and commissions by means of which men 
are accustomed to working collectively, and I think I have some idea 
in general how they oper ate and what problems they face. My ex- 
perience with my new associates was such as to satisfy me that they 
were honest and capable and I am happy and proud about what has 
been accomplished at RFC subsequent to the time I took office in the 
middle of last October. Briefly, some of the accomplishments of the 
present Board are as follows: 

1. Passage of a resolution requiring all borrowers to agree not to 
employ RFC personnel for a period of 2 years after such personnel 
have terminated their employment with RFC. The fact that this had 
not been done formerly is a source of much of the current trouble and 
embarrassment with which RFC now finds itself confronted. 

2. Reorganization and savings in administrative expenses at RFC 
which resulted in actual savings to the Corporation of around $5 mil- 
lion without in any way impairing the efficiency of its operations. I 
have in my possession a copy of a memorandum prepared by our recent 
comptroller, Mr. Allen Kenyon, documenting the above reorganiza- 
tion and consequent savings. 

Senator Fuusricnut. Mr. Cosgriff, did you hear Mr. Unzicker’s state- 
ment this morning? 

Mr. Coscrirr. Yes, sir. 
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Senator Futsrtcut. Would you care to comment on it? 

Mr. Coscrirr. The fact that some confusion as a result of the re- 
organization plan, the result that the confusion took place, or the 
statement that it took place is undoubtedly true. I do not agree with 
Mr. Unzicker that it was hasty or ill-advised. The base of the plan 
was one that had been carefully worked out by a former comptroller 
whose name was brought up this morning, Mr. Considine, and was in 
the files of the RFC at the time the Board, the present Board, took 
office. 

As I say, later on in my statement we were informed by Mr. Consi- 
dine’s memorandum that if we did not do anything, that by June 30 
we would be operating at a deficit of around $9 million a year. The 
action has been called hasty and precipitous, and I think Mr. Unzicke: 
in the paper was quoted as saying that we acted like a bunch of school- 
boys. Well, if saving the taxpayer's money and putting in some 
economies and doing it fast instead of talking about it for 2 or 3 years 
is the action of schoolboys, then I think perhaps we need a few more 
of them in the Government. 

Senator Futsrigur. You disagree with Mr. Unzicker’s statement 
that the method in which you were seeking to make these changes 
tended to destroy the morale of the organization ? 

Mr. Coserirr. There will always be some disturbance when major 

changes are put into effect. That is perfectly true, but I think that 
the good in doing it far outweighs the evil ‘of the disturbance, the 
less morale, and so on that is created ther ‘eby. 

Senator Fuiprienr. Do you think the morale of the organiza- 
tion is all right? 

Mr. Coserirr., I feel the morale of the organization is low at the 
present time. 

Senator Futsricur. What do you attribute that to? 

Mr. ee F. Largely the investigation and uncert: uinty connected 
with it, the possibility of reorganization, and so on. I think most 
of the possibility of abolition, I think most of*the employees down 
there. and quite mghtfully so, do not know whether they will be 
working with us 30 days hence or 60. I do not think they know 
whether they will be working for this Board or some other board, I 
do not think they know whether or not the »y will be working for a 
single administrator. They simply have no security in their jobs, 
and I have had a lot of experience with it in private business, and I] 
imagine it is the same around here. Under those circumstances you 
simply cannot get the best work out of people. Now, that is all 
there to that. 

Senator CaPenarr. Do you think this investigation has been jus- 
tified ¢ 

Mr. Cosertrr. Yes. I think some such action as this has been jus- 
tified ; yes, sir. 

Senator CaprHart. Do you think the committee has been unjustly 
critical of certain actions that they have brought forward ¢ 

Mr. Coscrirr. In a vein, I could say this, that they have brought 

out all the bad things without saying a thing about the good things. 
I think that the ledger has all the entries on one side, but I certainly 
would not say that the entries on_ the one side of the ledger were not 
true entries. 

Senator Futsricur. The items which you list in here as being the 
accomplishments of the present Board, I suppose you are aware that 
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all through those were items which were developed by this commit- 
tee before you came to the Board. 

Mr. Coscrurr. No; I was not aware of that until the discussions 
started recently. The only item I was actually aware of as being a 
recommendation of the Board as such was the item, I think it is No. 5, 
that says that you have to have an actual majority of the Board 
before making a loan of over $1 million, or possibly any loan. I 
knew there had been some talk about that, but I plead a certain 
amount of ignorance as to the hearings last summer. My news 
paper information was casual. I did not read too thoroughly, and | 
do not know exactly everything pe was brought out in those hearings. 

Senator Futsricur. You may proceed. 

Mr. Coscrirr. 3. A resolution passed by the Board of Directors to 
the effect that three positive votes are required before any loan of 
$1,000,000 or over can be made by the Corporation. It will be recalled 
that lack of such an understanding among the directors resulted in the 
Texmass loan being approved by what was actually a minority vote 
of the entire board of directors. 

4. An increase in RFC’s income by raising interest rates from 4 
percent to 5 percent and adoption of a policy whereby application of 
fees, commitment fees, and participation charges were put into effect. 
Within 2 or 3 days after I took office in sg pone former comptrol- 
ler, Mr. Considine, had advised that by June 30, 1951, RFC would be 
operating on a basis of approximately an $2,000,060 or $9,000,000 
deficit, but the prompt action of the Board in reducing expenses and 
increasing income would seem to have prevented this unh: ippy predic- 
tion from materializing. 

The decision by the Board early last December to increase the 
price of synthetic rubber to a point where the Corporation would 
at least be breaking even on this operation. This action was, of course, 
unpopular with the rubber concerns, but it averted a situation where 
~ Government would be subsidizing their operations. 

A recent requirement by the Board of Directors that all attorneys 
or re eprese ntatives of applicants, borrowers, or others presenting them- 
selves to the RFC Washington office for the purpose of discussing mat- 
ters relating to applications, loans, liquidation of properties, syn- 
thetic rubber or tin, furnish or exhibit written advice from the ap- 
plicant, borrower, or others that they are duly authorized repre- 
sentatives. 

These are the principal policy changes the present Board has made 
in RFC operations, and I feel sure the committee would agree that they 
are constructive. Now, the important point in connection with these 
changes is that the actions of the Board of Directors in all of these 
matters have been on a unanimous basis. Not one director ever dis- 
sented on these policy matters. We had some disagreements on in- 
dividual loans but on fundamentals such as those enumerated above 
there was no dissention whatever. 

Needless to say, I was very much surprised to read the report of this 
subcommittee issued on February 1, 1951, charging influence on the 
Board of Directors. I was particularly interested in the chart on 
page 14 of this report showing relationships between various in- 
dividuals. I thought about the matter a good deal and, at this time. 
can state categoric: ally and emphatically that, outside of the directors 
themselves, I “only knew two persons listed on this chart with the 





1654 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


exception that I may have shaken hands with a third. Iam, of course, 
acquainted with Donald Dawson, whom I met at, but not prior to, the 
time the President considered my appointment, and I am acquainted 
with Donald Smith who works at the RFC at the present time. There 
is also a possibility that I may have met Joseph E. Casey as a luncheon 
guest of Judge Rowe one time last fall. believe that Mrs. Alva 
Dawson shook hands with me at the time I was sworn in as a member 
of the Board of Directors, but I did not see her again or confer with 
her in any way until we met at the hearings of this committee the 
other day. 

Outside of the above, all other persons named in the chart were 
unknown to me until these hearings commenced. They had never 
been in my office or, to my knowledge, sought to contact me in any 
way and, inasmuch as I was not aware of their existence it is impossible 
to see how they may have influenced me. If some sort of social group 
comprising these individuals was needed in existence, as has been 
suggested in other testimony, then they did not see fit to include me 
in their activities. 

In this connection, I might also state that no one at the White 
House, neither the President nor any of his assistants or secretaries, 
has ever telephoned me or communicated with me in any way seeking 
to influence my decision regarding any RFC matter nor has any 
director at any time intimated to me that the White House was in- 
terested in the outcome of any matter pending before RFC. 

The same is true regarding the Democratic National Committee, and 
I know no one at their headquarters. The same is true of the Re- 
publican National Committee. Since I became associated with RFC 
I can truthfully state that no other director or employee has ever 
suggested that politics be made a basis for any decision. No ref- 
erence has ever been made in any meeting as to whether any pros- 
pective borrower was a Democrat or Republican and no reference has 
been made to the politics of any employee or prospective employee. 
The Board was, of course, disgusted with the situation that existed 
in the Dallas agency and I state for the record that the employment 
of both Mr. Skiles and Mr. Glidden was terminated considerably 
prior to the issuance of this report. 

It is impossible, of course, for me to be able to say what may have 
happened at some time prior to my association with the Corporation, 
but it is my firm conviction that if an influence ring did exist or 
other improper political activities went on at some prior date, nothing 
of this nature has been active in the recent months since my associa- 
tion on the present Board of Directors. 

A governmental agency can never be as efficient as a private busi- 
ness organization and it must also be remembered that the tenure in 
office of the present Board of Directors has consisted of only 5 months 
which is not sufficient to accomplish all reforms which we have 
in mind. Nevertheless, I am happy with the progress we have made 
and hope that the Corporation in some form or other may continue to 
serve its vital functions as “poor man’s bank” in the economy of the 
United States. 

I appreciate the opportunity afforded me to put the foregoing 
comments in the record and wish to thank the committee. 

Senator Futsrient. Thank you, Mr. Cosgriff. 
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Senator Carenart. Mr. Cosgriff, you were interviewed, I believe, 
by the Washington Post, in an article that appeared in the Sunday 
edition. 

Mr. Cosertrr. Yes, sir. 

Senator CareHart. Do you remember who interviewed you? 

Mr. Coserirr. I think it was a man named Kelly, who may be here 
in the room now. 

Senator Carenart. Did he come to your office? 

Mr. Coserirr. I met him yesterday afternoon in Judge Rowe’s office. 
He dropped in there, and I was sitting there, and Judge Rowe came 
in, and there were three or four of us in the room, maybe a secretary 
of two, something like that. 

Senator Carenarr. That was the story I think that appeared in 
this morning’s paper. I am thinking in terms of the story that ap- 
peared in yesterday’s Ss paper, the Sunday paper. Do you remember 
who it was who interviewed you? 

Mr. Coscrirr. Was that the Sunday Star, possibly ? 

Senator CarrHart. It may have been the Star, possibly. 

Mr. Coscrirr. A Mr. Martin Hayden was the reporter who inter- 
viewed me on that story in the Star. That was the one on page 8. 

Senator Carenart. Yes. I believe you stated for that interview, 
and it was published, that the people in the automobile business tried 
to be instrumental in denying a loan to the Kaiser-Frazer people. 
Is that what you said, in substance ? 

Mr. Cosertrr. I said that bankers had told me that other large auto- 
mobile concerns would rather that the Kaiser-Frazer loan not be 
made. 

Senator CareHarr. You said that bankers had told you that? 

Mr. Coserirr. Yes. 

Senator Carenart. That they would rather the loan would not be 
made ¢ 

Mr. Coserirr. Yes. 

Senator Carenarr. Do you feel that other banks exerted influence 
upon RFC to keep it from making loans to specific persons or cor- 
porations ? 

Mr. Coserirr. Not since I have been around, there has not been 
any particular contact with other bankers or anything like that. 
They have stayed pretty far away from us. 

Senator Carenarr. I do not have your quotation here, but I do 
not remember it saying other banks, but then the basis for your state- 
ment was the statement of other bankers. You did not know of your 
own accord that certain people tr ied to keep the Kaiser-Frazer people 
from getting a loan? 

Mr. Coscrirr. No; I did not know that of my own accord. I say 
my two sources were other bankers and young Edgar Kaiser himself 
made that statement, that he felt his competitors had been instru- 
mental in seeing that he did not get credit. 

Senator Caren wart. I notice also from the article that appears in 
this morning’s paper that you recommend a one-man director of the 
RFC. 

Mr. Coserirr. Yes. I am for, as I so testified in the House, I am 
for the reorganization plan. 

Senator Capenart. Why do you think it will work better? 
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Mr. Cosertrr. It will restore, I believe, public confidence in the 
agency, and that is what we need most at the present time. 

Senator Carpenarr If it was not for the lack of confidence in the 
agency, at the moment, would you then recommend a one-man di- 
rector ¢ 

Mr. Coserirr. That. aes: would be a theoretical question. I 
might have never been able, in my own mind, to decide whether a 
board functions better than a ‘eae administrator or whether it is 
the other way around, For example, the Federal Reserve Board 
has functioned for many, many years under a board, and has seemed 
to get along perfectly satisfactor ily. The ‘vy do not seem to have trouble 
getting outstanding men for me mbers on the Board, and so on. 

On the other hand, why, there are other excellent examples of one- 
man administration. I think it depends on which man you are talking 
about and whether he is good or bad or which board you are talking 
about, whether that board is good or bad. In other words, a good 
man is better than a bad board. A good board is better than a bad man. 

Senator Carenartr. Do you think the time has arrived then when 
something should be done with the RFC? 

Mr. Coserirr. Oh, very definitely ; yes, sir. 

Senator Carenarr. You feel that this committee was justified i 
investigating RFC? 

Mr. Coserirr. I did not get that, Senator. 

Senator Carrnarr. I believe you said a moment ago you felt this 
committee was justified in investigating the RFC, 

Mr. Coserirr. Oh, yes, sir. 

Senator CarpenArr. And you feel that the committee has been fair 
and equitable in their investigation ¢ 

Mr. Coscrirr. Well, as I stated before, they have certainly brought 
out the weaknesses. 

Senator Carprnartr. Do you feel that RFC should ever loan money 
to another corporation other than when it is in the public interest ? 

Mr. Cosérirr. Senator, that public interest is a phrase that I can 
feel that there are a great many different interpretations to. I imagine 
everybody in the room here has a different concept of what the public 
interest is. Now, if we just say that it should just not make loans 
that are not in the public interest, my answer to that would be yes, 
it certainly should not make such loans. Now, what the public interest 
consists of is very debatable. 

Senator Carenarr. If you had been a member of the Board, would 
you have voted for the Saxony Hotel loan? 

Mr. Coscrurr. The Saxony Hotel loan? No; I certainly would 
not have gone that far. 

Senator Carenarr. You would not have voted for the Mapes 
Hotel loan? 

Mr. Coscrirr. Well, in my opinion, at the risk of sticking my neck 
out, I would say this about the Mapes Hotel loan. The question in 
my mind is whether or not Reno needed a hotel. If they did need 
a hotel, then the question of whether gambling may go on there, I 
think, is up to the Legislature of Nevada. 

Senator Futsricur. Mr. Cosgriff, they already had the hotel; they 
did not build the hotel with the proceeds of the loan; the hotel was 
there. 
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Mr. Coscrirr. Then the answer to that would be “No.” That I 
would not vote for it under those circumstances. 

Senator Carenarr. Could you give us your idea of what does 
constitute the public interest in making a loan ¢ 

Mr. Cosertrr. That is a hard question to answer. My particular 
conception of the public interest is negative rather than positive. In 
other words, the question would be one of hurting the public interest 
rather than positively being in the public interest. In other words, 
you might say that if a loan helped X number of people, whether it be 
one or 10 or 50 or a whole town or the whole country, and did not un- 
fairly injure anybody in the process, my own view is that would be in 
the public interest, assuming, of course, the loan was good and could 
be paid. 

Senator CareHarr. What system have you set up since you have 
been an RFC Director to make certain that the applicants for loans are 
unable to secure loans from some other source ? 

Mr. Coserirr, That is a question, Senator, that we have not been 
able to fully explore and work with it. My own thought is—and if 
we stay around much longer, which I doubt—that we should do a 
great deal toward ch: anging the paper wor k. Now, the paper work, the 
report still comes in public interest and primarily lists the number of 
people employed, and so on. 

Now, I think, myself, that is not the way to get at the question of 
public interest. The whole thing needs to be redefined and reexam- 
ined as to all of those application forms. A lot could be weeded out. 
They could be simplified a great deal, there is no question in my mind 

xbout that, and, as I say, we have not had time to get around to that. If 
we had more time I would certainly like to get to it, but I consider that 
point as one of our weak spots at the present time, that that public 
interest is not thoroughly defined, and I think that if this reorganiza- 
tion plan goes through that that might be a field that the loan policy 
board could work on, to define that public interest in such a way that 
it would be readily understandable to the different layers of loan exam- 
iners in the RFC. 

Senator Carenmartr. Has anyone approached you to become the one- 
man Director if the new law goes through ? 

Mr. Coserirr. No, sir; I hardly think it likely that they would take 

Republican. 

Senator Futsrigur. Do you have any questions, Senator Bennett ? 

Senator Bennerr. No. 

Senator Futsricur. Mr. Cosgriff, I wanted to expand my question 
of a moment ago in connection with the comment at the top of page 2 
of your prepared statement, that you did not solicit in any way this 
employment. 

Have you ever solicited any assistance in your confirmation ? 

Mr. Coserirr. No, sir. 

Senator Funsrienr. I had heard a rumor that you had made a 
contribution in the last election to a Democratic Senator’s campaign 
on the eastern seaboard; is that not correct? Are you sure about 
that? I just wanted to clear it up, because I heard that rumor. 

Mr. Coserirr. I think that is right. Here is what I remember: 
Senator Wheeler said he had two or three friends of his who were 
worthy men that he would like to help out, and asked if I would 
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join him in a contribution, and I told him I would, and I gave him, 
think it was $300, but who he contributed to I do not know. 

Senator Futsricut. You know that you have some friends in the 
Senate who have been soliciting assistance for your confirmation, do 
you not? 

Mr. CoserirF, Oh, I think that is perfectly true. I think Senator 
Bennett will be the first one to tell you that I have never talked to 
him about it. 

Senator Futsricut. It was not Senator Bennett, I would like to 
make it clear, that I had in mind in either respect. It wasa Democratic 
Senator. I was just curious about it. I would not have brought it up 
except that you brought it up in such a positive way in your own 
statement, as if you had nothing to do with these people. 

Mr. Coscrirr. Senator, I think you are referring probably to Sen- 
ator Benton, and he was instrumental, so he said, or at least I asked 
him about it, and he did not deny it, with getting me to accept the 
job. Now, if he has spent some time or done some work in my behalf, 
why, that is fine, but I certainly did not ask him to go to work in my 
behalf. 

Senator Futsricur. You did not contribute to his campaign ? 

Mr. Coscrirr. Oh, again, I must admit—yes, I did contribute to his 
campaign. I am sorry about that. 

Senator Fu.srienr. Mr. Cosgriff, when we ask you questions under 
oath you are supposed to take them seriously. We do not like to have 
people come before this committee and not answer our questions di- 
rectly and truthfully. 

Mr. Coscrirr. I am sorry about that, Senator. 

Senator Fursricut. Well, that is a matter which we do insist upon, 
having direct and proper answers. 

Mr. Coscrirr. I am sorry about that, Senator; it was an oversight, 
and I am very happy to acknowledge that I did make a contribution 
to Senator Benton. 

Senator Carenart. Did you contribute to any Republican Senators 
in this last campaign ? 

Mr. Coscrirr. Oh, yes, sir. 

Senator Futsricur. After you had contributed to Senator Benton’s 
campaign, did: you request his assistance in your confirmation ? 

Mr. Coserirr. No; 1 never requested Senator Benton’s assistance. 
I talked to Senator Benton two or three times about it, but it was 
on the basis of what should I do if I am a stumbling block here in the 
way, I will be very happy to get out. I just want advice; not anything 
but that; I want to do the right thing. 

Senator Futsricut. Mr. Cosgriff, did you call Mr. Dunham when 
he was at Fort Lauderdale? 

Mr. CoserirF. Yes, I did. 

Senator Futsrient. Will you be very careful and tell this commit- 
tee exactly what you said to him and why you called him? 

Mrs. Csscrirr. The one time I called Mr. Dunham in Fort Lauder- 
dale 

Senator Futsricut. When did you call him first ? 

Mr. Coscrirr. The best I can place it is this: It was Monday 
morning of the day that the reorganization plan came out. The re- 
organization plan came out, as I remember, about 1 o’clock, and I called 
him approximately 10 o’clock in the morning, on the same morning, 
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and the reason for calling him was that I had knowledge that the plan 
was going to be announced, and I did not want him to have to read 
about it in the newspapers. Since, in effect, his job was being abolished 
I thought it better that he be told by the Directors. 

I consulted with the Chairman about that and the others and we 
agreed that we should contact all the Directors who were not there. 
Those two were Judge Rowe and Mr. Dunham. I called Mr. Dunham 
up and said, “The President has submitted a Reorganization Plan 
No. 1 which will come out sometime this afternoon, and here is 
what it is,” and that is the only discussion I had with Mr. Dunham 
over the phone. 

Senator Funericur. Were you concerned about Mr. Dunham’s 
health ¢ 

Mr. Coscrirr. Yes, we were all concerned about it at that time. 

Senator Futsricur. Did you discuss your call with Mr. Rowe? 

Mr. Coserirr. Discuss the call I made? 

Senator Futsricut. Did you tell Mr. Rowe about the call you made 
to Mr. Dunham ? 

Mr. Coscrirr. No. Mr. Rowe was not in the building or in town 
at the time I talked to him. 

Senator Futerigutr. Where was Mr. Rowe? 

Mr. Coserirr. As far as I remember, he was in some town in 
Massachusetts; I think the Chairman got him on the phone and I 
talked with him, but I do not remember what town it was. It was 
some town in or about Massachusetts. 

Senator Futsrieut. Athol or Worcester, I guess, is his howe town. 

Mr. ©oscrirr. Yes; that may well be true. 

Senator Futericut. When did Mr. Rowe come back to Washington, 
do you remember ? 

Mr. Coserirr. Oh, a day or two later, I think. He may have gotten 
in the following afternoon, Tuesday; something like that. 

Senator Fu.sricutr. Did Mr. Rowe ever discuss with you his call 
to Mr. Dunham? 

Mr. Coserirr. I do not think so; no. I cannot remember. He did 
say something, the Chairman and I were in the office and said one day 
that it seemed to me he said one day he was going to call Mr. Dunham, 
but I do not recollect him talking to me after he actually made the call. 

Senator Futsrient. Did Mr. Rowe tell you it would be a good thing 
if Mr. Dunham would resign and take the blame for the Texmass loan ? 

Mr. Coserrrr. No; Mr. Rowe never said anything like that to me. 

Senator Futsricut. Did he discuss with you in any way the letter 
of resignation which he wrote for Mr. Dunham ? seen 

Mr. Coserirr. No. I think he said that he thought it would be 
better in Mr. Dunham’s interest if Mr. Dunham would resign, but I 
do not recollect him using the words, phrases, or writing that he 
talked about this morning. 

Senator Fursrient. Did he consult with you and discuss the letter ? 

Mr. Coserirr. The letter? 

Senator Futsrienut. The letter that he dictated; the letter that he 
dictated which was to be a letter of resignation? 

Mr. Cosertrr. No, sir. 

Senator Futsrient. He did not discuss it with you at all? 

Mr. Coserirr. No, sir. 
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Senator Futsrientr. Do you think he should have? 

Mr. Coserirr. Well, we certainly did not give him much encourage- 
ment to talk about the Dunham situation. When he said he thought 
Mr. Dunham ought to resign because he was not well, the Chairman 
and I were in the room and said that we did not want to get mixed 
up in the question of another man’s resignation, and so after that he 
went ahead on his own volition. 

Now, what he did or what he wrote, why, I could not say, sir. 

Senator Futsricutr. Mr. Cosgriff, have you ever read the report of 
this committee in 1948, commonly ¢ alled the Buck committee report? 

Mr. Coscrirr. No; I have not read that, sir. 

Senator Futsricntr. Do you not think it might be advisable for a 
Director to read some of the reports which relate to the basic legisla- 
tion of the RFC? 

Mr. Coscrirr. Yes. I certainly think it would; if we had more time 
1 would like to read all of these things, but we have been very, very 
busy down there. 

Senator Fursricutr. That report is only 28 or 30 pages long, I 
think, and it has a discussion of the RFC which I think might be of 
interest to you. The purpose of these reports is to give the RF¢ 
or any other agency the interpretation of the committee which is 
responsible for legislation. That report was issued by the Repub- 
lican Eightieth Congress by this committee, and I think it is an ex- 
cellent report. In fact, I think one of the principal troubles with 
the RFC has been the fact that it would pay no attention to that 
report. If it had followed that report, I do not think there would 
have ever been an occasion for this investigation, but it was the de- 
parture from the principles land down in that report, I think, that 
caused it to get into trouble. I would recommend that you read it. 
1 would not think it would take you more than a couple of hours 
to read it. It was the last report by a Senate committee prior to 
the report of this committee. We issued two reports last summer, 
one on the Texmass case, which I think is a good report, and an- 
other on general subjects of interest concerning the RFC. I do noi 
suppose you read them either, have you? 

Mr. Coserirr. No, sir. 

Senator Futsricur. We are very glad that your Board, since you 
have gone on it, has independently and without regard to this com 
mittee’s views, as expressed last summer, reached some of the same 
results in the things you put into effect. That is very encouraging. 

The act which was passed in 1948 as the r esult of the Buck com- 
mittee’s study is the act under which the RFC now operates, and 
if you should happen to be interested in the basic law under which 
you operate, that would be the report and that would be the act that 
you should read. 

I think you will find it very interesting. 

Mr. Cosgriff, I have one or two questions: You say in your state- 
ment that you have been a banker all your mature life. With what 
bank are you particularly concerned, and tell me : about the relation- 
ship. Do you own a bank? 

Mr. Coscrirr. Yes, sir. 

Senator Futsrignr. What bank do you own? 

Mr. Coscrirr. The Continental National Bank & Trust Co. 

Senator Futsricutr. Where is it? 


Mr. 
Ser 
Mr 
tweel 
Se 
Mr 
say yi 
Se 
Mr 
Se 
Mr 
Sel 
Mr 
quest 
are If 
Se 
last 1 
Mr 
Se 
Mr 
Ser 
Mi 
Sel 
creat 
Mi 
Se 
Mi 


how 
Mi 
Se 
M 
have 
Se 
Mi 
Se 
M 
besid 
Se 
they 
M 
se 
long: 
M: 
that 
eXce] 
bran 
Se 
from 
M 
boro 
up t 





STUDY OF RECONSTRUCTION FINANCE CORPORATION 1661 


Mr. Coserirr. Salt Lake City, sir. 

Senator Fu.terient. How large is it? 

Mr. Cosertrr. I think the last statement showed we had about be- 
tween 55 and 60 million dollars in assets. 

Senator Futsrient. Is that 55 million in deposits? 

Mr. Coscrirr. No; that is assets, what we call footings. I would 
say your deposits ran somewhat over 50 million. 

Senator Futsricur. What is the capital of that bank? 

Mr. Coserirr. Oh, I think the report showed about $2,250,000. 

Senator Futsrigur. How much of that bank do you own? 

Mr. Coserirr. Oh, myself and family own, roughly, 60 percent. 

Senator Futsricur. How many other banks do you own or control ? 

Mr. Coscrirr. Counting each roof as one bank, that is where the 
question of branches might be involved, something like that, there 
are 16, 

Senator Futsricgut. How many of those have you acquired in the 
last 10 years ¢ 

Mr. Coserirr. Probably 8 to 10. 

Senator Futsrigutr. Your father was a banker? 

Mr. Coserirr. Yes, sir. 

Senator Futsricgur. When did he die? 

Mr. Coscrirr. 1937. 

Senator Futspricur. Was the Continental Bank the bank that he 
created ¢ 

Mr. Coserurr. Yes. 

Senator Futsrient. Is that the one you inherited from him? 

Mr. Coscrirr. Yes; that is right. 

Senator Fu.tsricur. How many other banks did he control? 

Mr. Coscrirr. When he died he had seven. We had to immediately 
sell two to pay the taxes, and leave five. 

Senator Futsrigur. You and your family acquired the others— 
how many was it? 

Mr. Cosertrr. Sixteen. 

Senator Fursricur. Well, you acquired nine; is that correct ? 

Mr. Coscrirr. That would be right, sir. Of course, sometimes we 
have had more than others. We sold a few and bought a few. 

Senator Futsrienr. Are they all in Utah? 

Mr. Cosertrr. No. 

Senator Futsricnr. Where are they? 

Mr. Coserirr. Two are in Colorado, one in Wyoming, two in Utah 
besides the big one, and the rest in Idaho. 

Senator Futsricgur. Does your family own them personally or do 
they belong to the Continental Co.? 

Mr. Coscrirr. What was that ? 

Senator Futsricnt. Do you own them personally or do they be- 
long—the Continental Bank, does it have an interest in i these banks? 

Mr. Coscrirr. No, there are no holding companies. It is simply 
that my mother, sister, and I own the stoc ck in the individual banks, 
except that in some cases, why, the independent units may have one 
branch, something like that. 

Senator Futsricnt. Have you or your family ever borrowed money 
from the Continental Bank, in order to purchase stock in other banks? 

Mr. CoserirF. Our family has, yes. My mother and sister have 
borowed money there, and I have borowed, when I was an officer, only 
up to my limit, which is $2,500. 
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Senator FutsricuHt. Would you consider it proper for you or your 
family to borrow money from the RFC in order to make investments? 

Mr. Coserirr. Not while I was a Director or had any interest in 
it; no, sir. 

Senator Futsrientr. Would you think it was proper for you or your 
family to borrow money from the Continental Bank in order to 
purchase stock in other banks? 

Mr. Coserirr. Yes, sir. 

Senator Fursricut. Is it proper to hypothecate bank stock for a 
loan to a bank? 

Mr. CosertrF. I do not follow you, sir. 

Senator Futsricut. Is it proper to borrow money from the Con- 
tinental Bank, just to use it as an illustration, on the security of stock 
in the Continental Bank ? 

Mr. Coserirr. No, that is against the law, that is, a bank is not 
permitted to loan money on stock of its own institution. 

Senator Fu.sricut. Is it a common practice for people who own 
control in a bank to borrow money from that bank to purchase other 
bank’s stock, do you think? 

Mr. Coscrirr. I do not know what the term “common practice” 
would be, but it certainly is quite generally done, and in the some 40 
banks, I imagine, that I have bought or examined, there are nearly 
always loans to some of the stockholders. 

Senator Carrnart. Mr. Cosgriff, your banks have a board of di- 
rectors ¢ 

Mr. Coserirr. Yes, sir. 

Senator CapeHart. Why ? 

Mr. CoscrirF. Why do they have a board of directors? The law 
says they have to, sir. 

Senator Carenart. The law requires it? 

Mr. Coserirr. Yes, sir. The law says you must have 5 directors 
and may not have more than 25 directors. That is the law. 

Senator Capenart. You think it is a good law? 

Mr. Coserirr. Yes; I think it is. I think it is a pretty good law. 

Senator Capenart. Why do you think it is a good law if private 
banks must have boards of directors, but in the RFC you are recom- 
mending a one-man rule? 

Mr. Coserirr. As I said, I think that it is entirely possible to 
function RFC under a five-man board. It is not a question of the 
theoretical proposition as to which functions best. It is a function 
of something that will restore the agency to a working condition. 

Senator Carenarr. Do you not think five good men could restore 
RFC to a position of high standing? 

Mr. Coscrirr. Yes; I think they could, and my question is, how 
you could get five good men. 

Senator Carrnarr. I might ask you this question: How are you 
going to get one? 

Mr. Cosertrr. It is always easier to get one than to get five. 

Senator Carenartr. Well, it is always easier to get one that is 
easier to control than it is to control five people, is it not ? 

Mr. Coscrirr. I would say that would be so; yes, sir. 

Senator Carenart. I think it is very, very much so. 





Mi 
Was | 
in tr 
that 
10 re 
cies, 
was | 

Fu 
and } 
to th 
tors | 
agers 
funet 

Th 
tive 
of al 
tors 1 
and . 
‘an s 

Th 
of M 
we al 
an ar 
biliti 
you « 
princ 
go he 

Th 
assoc 
I wo 
went 

Wi 
were 
ever 

Sel 

Mr 

Ser 


chan; 


STUDY OF RECONSTRUCTION FINANCE CORPORATION 1663 


Senator Fursricut. Do you have anything further you would like 
to say, Mr. Cosgriff, before we pass on to other matters? 

Mr. Coscrirr. No; I am satisfied with my statement. 

Senator Futsrient. Thank you very much, Mr. Cosgriff. We may 
have occasion to discuss matters with you in the future. 

Mr. Unzicker, did you have something further you would care to 
say to the committee ! 

Mr. Unzicxer. I would like to say something about what Mr. Cos- 
griff has said. 

Senator Futsricut. Come forward, please. 

Go ahead, Mr. Unzicker. What would you care to say? 


TESTIMONY OF WILLARD E. UNZICKER, FORMER ASSISTANT 
COMPTROLLER, RECONSTRUCTION FINANCE CORPORATION— 
Resumed 


Mr. Unzicxer. In the Washington Post there was a statement which 
was also made by me that I definitely concurred in the Board’s action 
in trying to save the $5,000,000 that was long past due. The inference 
that Mr. Cosgriff made to Mr. Considine’s recommendation in having 
10 regional fiscal officers where there would be 10 regional loan agen- 
cies, with the accounting office in those offices, was not the plan that 
was finally adopted by the Board. 

Furthermore, I would never accuse the Board of being schoolboys, 
and maybe that is an insult to the schoolboys, and I need to apologize 
to them. It was not in reference to them at all. The Board of Direc- 
tors called in what was supposed to be the 10 regional agency man- 
agers in charge of the lending functions as well as the accounting 
functions in the 10 regional offices. 

They called in those 10 men and they called in various administra- 
tive officers within RFC, including myself. I never was so proud 
of a bunch of men in my life as the statements they made, All Direc- 
tors were present with the exception of Mr. Willett. I left that office 
and I spread the news around that we have a bunch of men that we 
ean stand behind and do a good job for. and here is what they did: 

They told those men, and they said that they had the full concurrence 
of Mr. Willett to make these statements. As a matter of principle, 
we are going to establish these 10 regional offices which would cover 
an area within the United States, and they would be given the responsi- 
bilities, and they even went so far as to say, “Gentlemen, we know that 
you can do the job. You have got to do the job, or as a matter of 
principle we are standing behind this, and we will pack our grips and 
go home.” 

That lifted, so far as I am concerned, and some of my immediate 
associates, that lifted my morale completely from a low to high, and 
I would have supported that. They called these 10 men in and we 
went to work to try and put that into being. 

Within a 24-hour period the Board completely flip-flopped and we 
were at a new low of morale, and it has been getting constantly worse 
ever since. 

Senator Futzricut. About when did that happen, Mr. Unzicker? 

Mr. Unzicxer. I do not know exactly. I think it was in November. 

Senator Futsricut. Do you have any reason to offer as to why they 
changed their views so suddenly ? 
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Mr. Unzicxer. I can only say by rumor. I do not know of an actual 
instance to where I can truthfully say to where I know what hap- 
pened, but rumor has it that the pressure from the Hill became so 
great that they could not carry the plans through and then up comes 
a makeshift plan. Now, it needs patience and businesslike under- 
standing to work out from under. I have gone to my associates dur- 
ing this 2 2-week period since the controller resigned, and I have said 
RFC at one time was an institution that we were proud of and we 
worked hard for. Now is the time we really need to put our shoulder 
to the wheel and make it work. We cannot have any fundamental 
changes in our organizational structure because of two reasons: We 
do not know whether we are going to be closed up, we do not know 
whether this present Board is going to be here, or whether we will have 
an administrator, or what, so we must support the plan that the Board 
has put into effect, and we must get back to work, and then I was 
getting the men back to work. 

That is all I have to say, sir. 

Senator Futsricur. All right. Thank you. 

Mr. Rowe, do you have any comment before we go into executive 
session’ Do you care to say anything? 

Mr. Rowe. Senator, is there any particular phase that you have in 
mind? 

Senator Futsricut. No. I thought you might have something to 
offer. We were going into executive session, and I thought be fore we 
did so if you have anything to say for the reeord —— 

Mr. Rowe. In reference to the jast remarks of Mr. Unzicker’s, I think 
I recall that, that part of the plan was to save money by consolidating 
the fiscal offices, but in pulling these offices together it seemed to us 
that they were doing much more than that, they were pulling a lot of 
examiners and people outside of the fiscal operation into the plan. 
All we wanted to consolidate in the 10 offices were the fiscal opera- 
tions. We did not want to interfere with the loan operations or the 
applications of any of the agency offices. So the thing the Board was 
for, Senator, was the consolidation of the 10 fiscal offices and not the 
loan or lending operations, because we could not see any saving of 
money by having the loan people or examiners traveling greater dis- 
tances, but we could see a saving of money by consolidating the book- 
keeping. So I do not quite understand Mr. Unzicker’s position on 
this, but that was the position of the Board. 

Senator Capeneart. Mr. Rowe, you might sit down a minute. 

Were you attorney for the trustees of the Harr ington & Richardson 
Co. back in 1938 or 19392 

Mr. Rowe. No, sir. 

Senator Careneart. Were you ever attorney for Harrington & 
Richardson ? 

Mr. Rowe. Oh, probably after the reorganization, ernest Senator. 
Maybe I acted for them on some matters after that, Senator. 

Senator CaprHeartT. You were not the trustee in rec receivership ? 

Mr. Rowe. No, sir. 

Senator CareHEeartr. You were not the attorney for the trustee? 

Mr. Rowe. No, sir; I was not 

Senator CaprHeart. When did you acquire the stock of Harrington 
& Richardson ? 
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Mr. Rowe. Well, it was over a continual period from about 1940 to 
about 1950. 

Senator Careneart. You did not acquire any of the stock until after 
they were reorganized ? 

Mr. Rowe. That is my recollection. 

Senator Capengarr. You acquired it over a period of 10 years? 

Mr. Rowe. Yes, sir. 

Senator Carenartr. You even acquired some of the stock since the 
RFC loan was made? 

Mr. Rowe I think I exchanged some A stock, Senator, for some 
common stock. 

Senator CarenEeart. Approximately what did you pay for the 
stock ¢ 

Mr. Rowe. Well, it varied, various prices over the 10-year period. 

Senator CAPpEHEART. From what to what ¢ 

Mr. Rowe I would imagine probably from, oh, a quarter to $2 ¢ 
share. 

Senator Capenarr. From 25 cents a share up to $2 a share? 

Mr. Rowe. Yes. 

Senator Futsrieur. The committee then will—Mr. Cosgriff, do you 
have anything further? 

Mr. Coserirr. No, I will stand on what has been said, Senator. 

Senator Fu.tsricut. Mr. Rowe, the committee will recess now. The 
committee will go into executive session. ‘The rest of you can be ex- 
cused. 

(Whereupon, at 3:40 p. m., a recess was taken.) 


EXECUTIVE SESSION 
(MADE PUBLIC BY ACTION OF THE SUBCOMMITTEE) 


The subcommittee met in executive session, at 4 o’clock p. m., in 
room 457, Senate Office Building, Senator J. William Fulbright (chair- 
man of the subcommittee) presiding. 

Present: Senators Fulbright, Maybank, Frear, Capehart, Bricker, 
and Bennett. 

Also present: Theodore Herz, staff director; John T. M. Reddan, 
legislative counsel; James Foley, committee investigator. 

Senator Fu.tsricutr. The executive session will come to order. 

Will you come up, Mr. Dunham and Mrs. Smoot. 


TESTIMONY OF WALTER L. DUNHAM, DIRECTOR, RECONSTRUCTION 
FINANCE CORPORATION—Resumed 


Senator Fcutsricnr. Mr. Dunham, have you been told of the differ- 
ence in testimony between you and Mr. Rowe as to the conversation 
you had—— 

Mr. Dunnam. The newspaperman told me there was a difference, 
but he did not explain it; no, sir. 

Senator Fursricutr. Mr. Reddan talked to you on the phone and 
told you what it was about? 

Mr. Dunnam. Yes; that is right, sir. 

Senator Furgsricur. We are rather interested in that. I wonder if 
you could tell us again, and be very specific. 
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Mr. Dunnam. Ii would help me if I had that little memorandum 
attached to those papers. Could I look at that ? 

Senator Futsricur. You mean that Mr. Rowe wrote? 

Mr. Dunuam. Oh, no; after I came back I made a memorandum 
of what happened, but not in detail. 

Senator Fursricut. Do you have that memorandum? 

Mr. Dunnam. That is attached to the papers that I gave you; yes, 
sir. I am not sure in what detail that memorandum exists. I can 
add to that, perhaps, and fill in. 

Senator Fursricut. While they are looking for it, Mr. Dunham— 
February 28, is this the memorandum you are referring to? 

Mr. Dunnam. Yes, sir; that is the one. 

Senator Fursricutr. One point, for example, Mr. Dunham: Mr. 
Rowe says that you positively—no; that he positively did not tell 
you that it was imperative that the resignation be sent in today, that 
is, the day he called you. 

Mr. Dunnam. He not only told me that, but I am told he also told 
my secretary and her assistant the same thing. 

Senator Futsrieur. Mrs. Smoot—you mean Mrs. Smoot? 

Mrs. Smoor. Yes, sir. 

Senator Futsricur. Did he tell you that? 

Mrs. Smoor. Yes; he told me it was most important—— 

Senator Futsrientr. Will you be sworn, Mrs. Smoot? 

Do you swear to tell the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mrs. Smoor. I do. 


TESTIMONY OF MRS. FLORENCE M. SMOOT, SECRETARY TO 
DIRECTOR WALTER L. DUNHAM, RECONSTRUCTION FINANCE 
CORPORATION 


Senator Futsrieut. Give your full name to the reporter. 

Mrs. Smoor. Mrs. Florence M. Smoot. 

Senator Fursrieut. I think it would be proper if you would tell 
us exactly what vou recall of this incident. 

Mrs. Smoor. Well, Senator, I returned from lunch that day about 
2:30. 

Senator Futsrieut. What day was it? 

Mrs. Smoor. That was Tuesday, February 19, I believe. 

Mr. Dunuam. Twentieth. 

Mrs. Smoor. Twentieth; and shortly thereafter Mr. Dunham tele- 
phoned me from Florida to ask me if I had called him. He said he 
understood that someone from Washington had called me, and I said. 
“No, sir; I did not call you”; and he said, “Perhaps Senator Fulbright 
had called me”; and he said, “I tried to reach Senator Fulbright, but 
evidently he is out to lunch,” or you were in a committee meeting, or 
something. 

So he said, “While I am talking with you would you have Mrs. 
Mott,” that is my assistant, “telephone the other Directors and find 
out if any one of the Directors had called.” 

So in calling them Mrs. Mott found out that Mr. Harber had talked 
to Mr. Dunham that morning and Mr. Willett had not called, but 
Judge Rowe had placed a call but was unable to reach Mr. Dunham 
because I understand you were out to lunch; isn’t that right, sir? 
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Mr. Dunnam. That is true. 

Mrs. Smoor. So Mr. Dunham then said, “Would you get Senator 
Fulbright’s office on the telephone and tell him that I will call the 
Senator at 4 o’clock,” and I don’t know who I talked to, Senator. It 
was some gentleman in your office. It must have been at least a half 
or three- -quarters of an hour later when Judge Rowe came into my 
office with a copy of a Boston newspaper and he called me into Mr. 
Dunham’s office and-there he proceeded to show me an article in there 
about Texmass and names of directors of John Hancock and Massa- 
chusetts Mutual. 

“Now,” he said, “Mrs. Smoot, if these gentlemen, you know who 
they are,” he said, “vou heard of them, if these gentlemen thought 
that the Texmass loan was a good loan, why in the world should they 
blame Mr. Dunham for having voted for it ?” 

Well, all this time, Senator, I didn’t know what in the world he 
was trying to get at, although . had told me that he had talked with 
Mr. Dunham, and duri ing the course of the conversation he said that 
he told Mr. Dunham that he was going to insert one or two paragraphs 
in his letter of resignation, and he said Donald Dawson has a copy of 
that letter; hasn’t he? I said, “No, sir; he has not; no one has seen 
that letter. It is in my desk. It has been locked up ever since Mr. 
Dunham gave it to me. No one has seen it, no one has received a 
copy. 

So a few minutes later he telephoned his assistant, Mr. McIntyre 
and he said, “Joe, have you finished that letter yet? Is the letter 
finished?” He said, “No, the letter is being typed, but I will have it 
in a few minutes.” 

So a few minutes later Mr. McIntyre came in with the letter and they 
let me read it, and frankly, I did not think it was a good letter, Sen- 
ator, because Mr. Dunham would never have allowed a letter of that 
kind to leave my office. 

I told Judge Rowe there were too many “T’s” in it for one thing. 
So he said, “Well, you check these names,” he said, “I don’t want you 
to take my word for it. I will send around to you as soon as I leave, 
a copy of Poor’s Insurance Directors, I think it is, a little black book.” 

He sent the book around and I proceeded to check the names. A 
few minutes later Judge Rowe came back again and he said he was 
leaving the building, he already had his hat and coat on and he said, 

“Have you checked those names?” And I said, “Yes, sir, I have.” 

“Now,” he said, “Mrs. Smoot, I think it is most important that you 
get this letter over to Donald Dawson today and don’t send it over by 
messenger or don’t put it in the mail. You deliver it personally your- 
self as soon as you finish it. Now,” he said, “if you wish to call Mr. 
Dunham and read this letter to him you may do so, but,” he said, “I 
think it is very important that we get this thing straightened out.” 

He said, “I think if we send this letter over today Mr. ‘Dunham will 
not have to return from Florida, he may not ev en have to testify.” He 
said, “I think this will clear everything up.” 

I said, “Well, Judge Rowe, Mr. ‘Dunham didn’t vote for that Lustron 
loan. You state in here that he did.” 

Senator Fu.srient. Lustron or Texmass? 

Mrs. Smoor. Both. He said, “I am being crucified on the Hill be- 
cause I voted for the Lustron and the Texmass loans,” and I—let me 
see what happened after that—then he left shortly after and I im- 
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mediately telephoned Mr. Dunham and I said, “Mr. Dunham, Judge 
Rowe left with me a letter of resignation which he wants me to type 
up and he wants me to add several paragraphs from your letter. 
Would you like to hear it ?” 

He said, “Of course I would.” 

Senator Futsricur. He said, “Of course I would not?” 

Mrs. Smoor. He said, “Of course I would.” 

I said, “Would you like to hear it ?” and he said, “Of course I would.” 

So I proceeded to read the letter, and when I came to that second 
paragraph which said, “I am being crucified on the Hill for having 
voted for those two loans,” Mr. Dunham was very angry. 

He said, “In the first place I did not vote for that Lustron loan and 
I don’t like that expression ‘crucified on the Hill.” Then I said, 
“Would you like to hear the rest of it?” He said, “Yes, read it all.” 
It was a page and a half, as you know. 

Mr. Dunham said, “Mrs. Smoot, don’t you dare let that letter go.” 
He said, “There is something funny going on there. Don’t you dare 
mail that letter; don’t you deliver it; don’t you do anything at all 
about it.” he said, “and I think I better get back to W ashington im- 
mediately.” He said, “I have placed a call for Senator Fulbright and 
if I can’t talk to him I will talk with Mr. Herz, but,” he said, “don’t 
you let that letter go.” 

So I telephoned—— 

Senator Fu.srieur. At that time had he talked to Mr. Rowe on the 
phone? 

Mrs. Smoor. Mr. Dunham? 

Senator Futsrient. Yes. 

Mrs. Smoor. Yes, Judge Rowe had telephoned Mr. Dunham before 
he came into my office and, oh—I telephoned Judge Rowe's office 
then and he was not in. They said he was out of the building and I 
tried several times to reach him, but I was not able to do so. 

Senator Futprienr. Who was going to sign the letter ? 

Mrs. Smoor. Senator, you see the letter was signed and Judge Rowe 
was trying to use the last page with Mr. Dunham’s signature on it, 
you see. 

We were filling in his letter with a few paragraphs from Mr. Dun- 
ham’s, so that the third page, of course, was already signed and would 
have gone along with it. 

Senator Futsricnr. So it did not need his signature ? 

Mrs. Smoor. No, it did not need a new signature. So I was unable 
to reach Judge Rowe, since he was out of the office the balance of the 
afternoon, and I said to his secretary, “Do you know anything about a 
letter that Judge Rowe brought in here?” She said, “Just a little.” 
And I said, “Would you tell Judge Rowe, please, that I talked to Mr. 
Dunham and Mr. Dunham does not want the letter mailed.” 

She said, “All right, I will give him that message.’ 

Mr. Dunham called me again 15° minutes or 20 minutes later; said 
he had talked with Mr. Herz and he had told Mr. Herz that he was 
coming back to Washington, he was leaving the next morning. 

Senator Bennett. I should like to ask a question. 

TI am very much interested in the word “crucified.” Is that a word 
that Mr. Dunham uses? 


Mrs. Smoor. I had never heard Mr. Dunham ever use that word, 


Senator : no, sir. 
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Senator Frear. Did you hear the testimony this morning? 

Mrs. Smoor. No, sir; I was ill this morning. 

Senator Capenart. Did you hear the testimony this afternoon ? 

Mrs. Smoor. No, sir. 

Senator Carenartr. You have not been in this room all day until 
just a moment ago? 

Mrs. Smoor. No, sir, I haven’t. I have been home all day, Senator. 
I just left there about 15 or 20 minutes ago. 

Senator Fursricnr. Mr. Dunham, is that exactly as you recall it ? 

Mr. Dunnam. Yes; many of these things I learned after I came 
back to Washington. The sequence of events, as far as the telephone 
messages were concerned from the Florida end of this incident, or 
incidents, is this: 

Monday a fellow director, Mr. Cosgriff, called me on the phone and 
said that he didn’t want me to read in the papers that the President 
had sent a reorganization plan up to Congress, that he would rather 
tell me, and I thanked him, and that was the end of that. He was 
just delivering a friendly message. 

The next morning, which was Tuesday the 20th, the Chairman was 
the first to call me on the phone, and his conversation had to do with 
the fact that perhaps I was going to be criticized for not being in 
Washington, and I said, “I am surprised you would say that because 
I have communicated with the committee and they understand, and s 
think I am here with their permission, really,” and he said, “Well, 

I were you—let me make this suggestion—if I were you I would con- 
tact Senator Fulbright and get up to date on how he feels about that, 
and that is when I put in the call for Senator Fulbright, in the 
morning. 

I went to lunch and came back about 1:30 or 2 o’clock, and at that 
time the owners of the cottage, of the apartment that I was in, told 
me that Washington had been trying to get me on the phone and that 
is when I called my secretary to see whether she had tried to get me 
or who was trying to get me. Having in mind the call that I placed 
for the Senator I asked her then to check with your office to see if you 
perhaps had called back, but none of those things happened. 

The next thing I heard was a call from Mr. Rowe, and the final call 
came from Mr. Herz, of your committee. 

Senator Futsrientr. Was Mr. Rowe, when he called you, particu- 
larly concerned with your health? 

Mr. Dunnam. I don’t want to say that health was not mentioned. 
If he said, “How do you feel?” I said, “Fine.” I mean, that was 
the extent of our conversation on health. 

Senator Bennerr. Did you tell him you expected to go to Clear- 
water the next day and go fishing for a week ? 

Mr. Dunnam. I told him I would like to have done that, but I 
didn’t expect to; no, sir. My plans were to go to Clearwater for a 
week, but I changed those plans immediately after I talked with Mr. 
Herz. 

Senator Futericut. Describe your conversation with Mr. Rowe, the 
best you can, and also with Mr. Herz. Just tell us what it was. 

Mr. Dunnam. Yes, sir. 

Mr. Rowe opened the conversation with an expression that is quite 
popular with him. He said, “Don’t forget, I am in your corner.” 
That was the opening statement, “Don’t forget, 1 am in your corner.” 
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I said, “What’s the matter ?” 

He said, “Well, there is a rumor around here that you left a resig- 
nation.” And then he said, “Don’t answer me,” as if he were holding 
up his hands and saying, “Don’t answer me,” and I said, “I will 
answer you. You can go around and look at it, if you want to. Mrs. 
Smoot has it and I am sure she will let you read it.’ 

Then he said, “Well, in view of that statement I think that resigna- 
tion ought to be sent over today with the addition of some paragraphs 
that I would like to suggest be included.” 

I said, “Why the hurry? Why the hurry?” And that question was 
never answered, and to this day has not been answered to my satis- 
faction. 

Then the next thing that was said was, “You better dictate what you 
would like to have included to Mrs. Smoot who will then telephone 
me and tell me about it, and it might be well if you would give me the 
reasons for the prompt action.” 

That was the sense, the practical sense of our conversation on that 
date. 

Senator Futsrieur. Did Mr. Rowe read to you out of a newspaper 
about the Texmass? 

Mr. Dunnam. No, sir. He said he had a newspaper but nothing 
about reading. I think he did refer to the fact, “I wish you were here 
and could see a newspaper article I have in my hand.” 

Well, I was confronted with, first, the call of the Chairman, who 
obviously had something in mind conc erning my welfare. Then a fel- 
low director saying, “I wish you could see this article,” and I was quite 
concerned about the whole situation at that time, and I spent the after- 
noon back and forth at the telephone trying to get informed. 

Senator Fu.ericut. After you finished your conversation with Mr. 
Rowe you then talked to Mrs. Smoot ? 

Mr. Dunnam. Yes, sir. 

Senator Futsricur. Then you called Mr. Herz? 

Mr. Dunnam. I think I talked to Mrs. Smoot twice. At any rate 
Mr. Herz I talked to, and after talking to Mr. Herz I then called Mrs. 
Smoot again. 

Senator Fu.sricur. I wonder if you would describe the conversa- 
tion with Mr. Herz. 

Mr. Dunnam. Mr. Herz said, “I am not able to get the Senator for 
you, but would I do?” And I said, “I think I better talk to you,” 
meaning Mr. Herz. 

I said, “I am quite disturbed about the fact that reports are coming 
through that I ought to be back in Washington. What do you think?® 

And he, in a very friendly attitude, said, “Mr. Dunham,” “Walter. 
your name will be—” and this is his expression, “—bandied about in 
the testimony in the next week, and if I were you I would be here.” 

I said, “Well, that is all right. I understand, that I understand.” 

He said, “Now, we are not going to call you back,” he said, “The com- 
mittee will not call you back,” and so he was speaking, I think, more 
as a friend than as a member of the committee when he said that par- 
ticular thing. 

Senator Futsrieut. Mrs. Smoot, did Mr. Rowe indicate to you why 
it was important that that letter be delivered to the White House that 
day ? 
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Mrs. Smoor. All he said, Senator, was that he thought it was very 
important that the letter be sent over there th: at very day, “because 
the sooner we get this thing cleared up the better.” He s aid there wa 
no time to waste. “I think it really should be done today,” and he was 
very nervous. He was prancing up and down Mr. Dunham’s office 
the entire time he was talking. 

Senator Frear. In the conversation you had with Judge Rowe, Mr. 
Dunham, did he quote the paragraphs that he wanted to put in your 
resignation ¢ 

Mr. Dunuam. No, sir; no. He did mention the fact that there were 
very many important people connec ted with that particular loan whose 
name should be put in my resignation. 

Senator Futsricur. When you were talking to Mr. Herz, did you 
mention the fact that you talked to Mr. Rowe? 

Mr. Dunnam. Yes, sir. I said a fellow Director intimated that I 
ought to resign. I guess I better get back there. I said that; yes, sir. 

Senator Futsricnt. Did you ever since that time find any reason 
why Mr. Rowe was anxious to get your resignation to the White House 
on that day? 

Mr. DunuaAm. No, sir; I have had no explanation of that at all, sir. 

Senator Futsricutr. Nothing since? 

Mr. Dunnam. No. 

Senator Bennerr. Did anyone in the White House make any contact 
with you, Mrs. Smoot, seeking the 1 resignation ¢ 

Mrs. Smoor. No, sir; they did not. 

Senator Bennerr. Could either of you explain to me the relation- 
ship of Mr. MeInty re to Mr. Rowe? 

Mrs. Smoor. He is his assistant, I believe, Senator. 

Senator Bennett. Is he his assistant or assistant to the Board? 

Mr. DunHam. He is assistant to Mr. Rowe, as I understand it. 

Mrs. Smoor. He brought him with him, I understand, from Boston. 

Mr. Dunuam. I understand he is assistant to Mr. Rowe; executive 
assistant to a Director. That is his title. 

Senator Bennett. Do you have an executive assistant ? 

Mr. Dunnam. No. 

Senator Bennerr. Do other Directors have an executive assistant ? 

Mr. Dunuam. I think the Chairman has and Mr. Rowe, being the 
Vice Chairman, also has, but otherwise I think they are the only ones. 

Senator Futsrieut. Mr. Dunham, Mr. Rowe sent me a letter on 
March 12, and I would like to read it to you, and then ask for your 
comment. It reads as follows: ; 


Dear SENATOR FULBRIGHT: Thursday noon, March 8, 1951, while at a Board 
meeting I was shown a ticker tape which indicated that Mr. Walter Dunham 
had stated I wanted him to be a “fall guy.” That afternoon I went to Director 
Dunham's office and asked him if I tried to make him a “fall guy.” He said, 
“No, Judge, I did not make that statement.” My next question was, “Well, 
then, why do you think I called you in Florida?’ His answer was, “I believe 
that you were trying to help me.” We parted in a friendly fashion. Thursday 
evening I saw a complete transcript of the record of Mr. Dunham’s testimony. 

Monday morning, March 12, 1951, about 10:15 a. m., I saw Mr. Dunham for 
the first time since I read the transcript as I walked into the Director’s Board 
room. My first inclination was not to participate in the Board meeting, but I 
walked oved and, in the presence of the following people who were in the Board 
room, Harber, W. Elmer; Nielson, Leo; Singer, Edward J.: O'Donnell, Walter J.: 
Luce, George P.; Price, Frank.; Beck, William C., Jr.: Hill, Ernest K.; Griffin, 
Charles N.; Dougherty, James L.; Rutland, Herbert R.; Devin, William A., Jr.; 
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Merritt, Arthur B., I asked Mr. Dunham this question: “Do you think I was 
trying to make a ‘fall guy’ or a goat out of you as you testified?’ Mr. Dun- 
ham answered, “No, Judge, I do not.” I then asked, “Well, then, why did you 
make those statements?” to which he answered, “I am sorry. I was just trying 
to be funny. I am the world’s worst witness.” 

I am not releasing this to the newspapers, but I think I ought to let you know 


about it. 
Sincerely yours, 
C. Epwarp Rowe, Vice Chairman. 

Will you comment on that, Mr. Dunham? 

Mr. Dunnam. My comment is only this: It has always been a source 
of embarrassment to me when any controversy occurred between di- 
rectors in front of employees of the RFC and it caught me com- 
pletely by surprise when he said, “I don’t think I want to sit on the 
Board with you. 

I said, “I am sorry.” 

He oid. “Did you say I was a fall guy or a goat?” And I said, “I 
did not use the word ‘fall guy,’ but 1 did use the word ‘goat’ face- 
tiously, and I am sorry the whole thing happened.” 

I made every effort that I could consistent with the facts to correct 
the impression that he had that he did not want to sit on the Board 
with me. He has since sat on the Board with me and I assume that 
he accepted that explanation. I am not denying anything that was 
said before this committee. 

Senator Futsricgur. As a matter of fact, he brought it up, and 
what you were seeking to do was to avoid a scene in front of all the 
employees. Is that about the truth of the matter? 

Mr. Dunnam. I asked him to stay after that board meeting and 
I said, “Judge, please, let us not quarrel in front of the employees. 
Let us at least save our differences until we get together and not ask 


all these men to take sides in a directors’ quarrel. I think that is 
just breaking down morale too fast.” 

Senator Fursrientr. Well, I can understand that. 

Mr. Dunham, would you take a seat in the rear of the room, please. 
I wanted to ask Mr. Rowe to come in. 

Mr. Rowe, will you be seated, please? 


TESTIMONY OF C. EDWARD ROWE, DIRECTOR, RECONSTRUCTION 
FINANCE CORPORATION—Resumed 


Senator Futsricut. Mr. Rowe, it may be that this is not a matter 
of major importance, but this question of your part in seeking the 
resignation or the change in the resignation of Mr. Dunham would be 
interesting to the committee. 

I wonder if you could not enlighten us a little more in detail as to 
why you did not ask Mr. Dunham to accept your memorandum and 
to send over the letter on the afternoon of the 20th. 

Mr. Rowe. I did not ask him to, 

Senator Futsricutr. What is that ? 

Mr. Rowe. I did not ask him to. 

Senator Futsricut. You did not ask him to submit his resignation 
at all? 

Mr. Rowe. No, sir; no. I inquired for his health and when he told 
me he was feeling much worse than when he was in Washington I 
suggested, “Walter, why don’t you chuck the whole business? Stay 
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down there, take care of yourself, submit your resignation and send 
the committee a statement.” Then we went into a lot of discussion 
about other things. 

Senator Futsrient. Will you face us, Mr. Rowe? I cannot hear 
you. 

Mr. Rowe. Well, I wanted Mr.—— 

By the way, gentlemen, might I suggest that I have Mr. McIntyre 
come in 4 

Senator Funtsrient. We will have him in a little later. We just 
want your version of this matter. 

Mr. Rowe. Could I talk off the record a minute ? 

Senator Futsrigur. Yes; what would you like to talk about ? 

(Discussion off the record.) 

Senator Futsrient. On this question there are some circumstances, 
Mr. Rowe, that make your version a little difficult to understand. You 
say you did not suggest that it was important that this resignation be 
handed over to Mr. Dawson that day. 

Mr. Rowe. Positively not. 

Senator Futsricutr. That was February the 20th ? 

Mr. Rowse. That is the day; ves. 

Senator Futsricur. But you did go over to Mrs. Smoot; did you 
not ¢ 

Mr. Rowe. I thought the man was ill. Furthermore, look I 
thought we were all over with on the Board, anyway. What differ- 
ence does it make whether he comes back or not ? 

Senator FULBRIGHT. Why were you so eager to have Mr. Dunham’s 
resignation? Why did you not put your resignation in ¢ 

Mr. Rowe. Listen, I will gladly do it. If I wasn’t well I would 
do it, too. But lam pretty well. 

Senator Futsricgur. Mrs. Smoot testified very positively that you 
came in and talked to her and said you thought it owght to be deliv- 
ered that afternoon. Is that correct ? 

Mr. Rowe. No; I gave it to Mrs. Smoot, as I recall, and she said 
to me, “What should I do with it?” I said, “That is up to Mr. Dun- 
ham. The decision is his what he wants to do with this.” I would 
not talk with Mr. Dunham. I believe she talked with him on the 
telephone that afternoon. 

Senator Futsrient. Is that all you said to Mrs. Smoot ? 

Mr. Rowr. We were in—about the memorandum: yes. 

Senator Futspricur, You did not tell her that it was important 
that it be delivered to the White House that day ? 

Mr. Rowe. Positively not. 

Senator Funtsrienr. You did not tell her to deliver it in person? 

Mr. Rowe. Oh, no; no, no, no. 

Senator Futsricur. You did not tell her not to mail it, but that she 
should deliver it? 

Mr. Rowe. No, no, no; I never did. 

Senator Futrrigur. What time of the day was this? 

Mr. Rowr. Senator, it was late in the afternoon. I don’t know. 

Senator Funsricut. About 4:30? 

Mr. Rowe. Could be. 

Senator Futsrienr. Did you leave the building shortly after that ? 

Mr. Rowe. I would not know, Senator. 


RO5S85—Hl pt. 5 
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Senator Futsricut. Well, Mr. Rowe, when we run into these direct 
positive conflicts in testimony between persons whom we regard as 
honorable people, it is very puzzling to the committee. 

Mr. Rowe. Senator, I can understand your problem, and if you 
think it has you puzzled, I am a little bit puzzled, too, but, Senator, 
look at my point: You have the memor caliees I sent you that after- 
noon, where the only real difference in our—where he said—he 
changes my word from “funny” to his word “facetious.” 

Senator Furrricur. Well, here is Mr. Dunham’s explanation: He 
said that you more or less brought it up in front of a lot of employees, 
and that it embarrasses him before Board members to row in public 
and that he did try to smooth it over and discourage you from having 
sort of a row in public; that he meant exactly what he said before 
this committee, and that is all he was attempting to do. He thought 
you were taking advantage of him, in a sense, and bringing the matter 
up before employees, which would be embarrassing to members of the 
Board. That is what he tells us. 

Mr. Rowe. Senator, that was the first time I had seen him since 
the Thursday afternoon when I walked into his office at which time 
he told me that all I knew about at that time was the reference to 
“fall guy,” and at that time that was all that I read on that clip sheet 
on the ticker tape, and he said—I was a little burned up about it and 
I said, “Walter, did you say I was a ‘fall guy’?” and he said, “No, 
Judge, I didn’t,” then I said to him, “Well, Walter, why do you think 
I called you in Florida?” And he said, “Judge, I believe you were 
trying to be kind to me.’ 

‘Weil, if I was trying to make a goat or a fall guy, if I was trying 
to hurt him, would I be kind to him? 

Senator Futsricur. Was anyone present when you talked to Mrs. 
Smoot on that afternoon ? 

Mr. Rowe. I think Mr. McIntyre was in there a good part of the 
time, Senator. I will step out and you can hear him. 

Senator Futsrientr. Did he go with you to see Mrs. Smoot ? 

Mr. Rowe. My recollection is I went over alone first to talk with 
her and that he came in later with the memorandum and the three of 
us talked together. 

Senator Futsricutr. Mrs. Smoot, you were very positive in you 
memory. What do you have to say about this testimony? Do you 
have any further comment to make? 

Mrs. Smoor. Senator, he definitely did tell me to deliver that letter 
personally to Donald Dawson. 

Senator Futsricnr. That it was important ? 

Mrs. Smoor. And he said the sooner we get this cleared up the better. 
He said, “I think it should be sent over this afternoon.” 

Mr. Rowe. Senator, will you please call—— 

Senator Fu.ericur. Do you deny that, Mr. Rowe ? 

‘Mr. Rowe. Oh, yes. Will you please call Joe McIntyre and I will 
step out ¢ 

Senator Futsricur. You do deny that you said any such thing? 

Mr. Rowr. I positively deny I said anything like that. 

Senator Carenarr. What did you tell her to do? 

Mr. Rowe. She was going to talk to Mr. Dunham on the telephone 
about it. 
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Mrs. Smoor. Then you told me to type it up and deliver it to Don 
Dawson. 

Mr. Rowe. Could I ask a question, please 

Senator Fursrient. All right; you ask oe 

Mr. Rowe. Mrs. Smoot, did you read that message to Mr. Dunham 
on the telephone that afternoon after I left ¢ 

Mrs. Smoor. Which message ? 

Mr. Rowe. Did you talk with Mr. Dunham after I left that after- 
noon ¢ 

Mrs. Smoor. Which afternoon was that ¢ 

Mr. Rowe. The afternoon we are talking about. 

Senator Futsricnr. The 20th. 

Mrs. Smoor. Oh, yes; yes, I telephoned Mr. Dunham. 

Mr. Rowe. And you told him what was 

Mrs. Smoor. And I read the entire letter to him. And he was very 
angry. 

Senator Futsricnr. Have you discussed this with Mr. McIntyre, 
Mr. Rowe? 

Mr. Rowe. Oh, he knew about that memorandum I sent you, Sena- 
tor, but he never heard 

Senator Frear. I just want to ask you a question or two—— 

Mr. Rowe. I never heard this until this afternoon, Senator. 

Senator Frear. Just to clear up my mind, Judge. Mr. McIntyre is 
an assistant to the Board, not your assistant ? 

Mr. Rowe. That is correct. 

Senator Frear. Does he do work for all the members of the Board? 

Mr. Rowe. Yes: I think he has. 

Senator Bennerr. Has he done work for the other members of the 
Board ¢ 

Mr. Rowe. I know he has for—you see, they send him up to the Hill 
and up to the Senate on various matters, Senator. 

Senator Bennerr. He is a legislative representative ? 

Mr. Rowe. Well, sort of—the idea was we wanted to get along bet- 
ter with the Hill and it had been—that was really the reason why we 
had Mr. McIntyre. 

Senator rear. Was he selected for that type of work, Judge? 

Mr. Rowe. Yes, sir. 

Senator Futsricur. Is his official function with the Board or with 
you? 

Mr. Rowe. Well, of course, Senator, we were sort of thrown into a 
tailspin down there, and I would say he works mostly with me, but the 
members know who he is and they use him when they have need to 
use him for anything in connection with the Hill. 

Senator Frear. Do any of the Board members have assistants? 

Mr. Rowe. Yes; I think Mr. Harber has. 

Senator Fu.srieur. By virtue of his being Chairman ? 

Before we call Mr. McIntyre, did you say that Mr. McIntyre was 
with you when you talked to Mrs. Smoot ¢ 

Mr. Rowe. Yes, sir. 

Mrs. Smoor. Not the entire time, Judge Rowe. 

Senator Futsricnr. How much of the time? 

Mr. Rowse. When we were in the inner office he was with us all the 
time, 
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Mrs. Smoor. No, sir; he left before you did. 

Mr. Rowe. That is right. 

Senator Futpricur. What did you say, Mr. Rowe ? 

Mr. Rowe. My recollection is that when I was in the inner office— 
that is my recollection, Senator, and I am sorry I did not write all 
these things down—when I was in the inner office, my recollection is 
that Mr. McIntyre was there. He was there anyway when we had the 
conversation about what Mrs. Smoot wanted done about the letter. 

Senator Futsricut. He was there part of the time? 

Mr. Rowr. He was there when the only conversation was about 
that matter. 

Senator Futsricgur. Mrs. Smoot, was he there when Mr. Rowe told 
you to take it to the White House ? 

* Mrs. Smoor. I believe he was, Senator. I really do not remember. 

Senator Fu.tsricur. Was he there all the time or only part of the 
time / 

Mrs. Smoor. Only part of the time. 

Senator Futsricur. In your office / 

Mrs. Smoor. He left before Judge Rowe did, because Mrs. Mott 
came in and told him he was wanted on the telephone. 

Senator Futprieut. Mrs. Who? 

Mrs. Smoor. Mrs. Mott, my assistant ; and he went out to take a tele- 
phone call and he never did return. 

Senator Fu.tsrientr. You recall that, Mr. Rowe? 

Mr. Rowe. I recall Mr. McIntyre leaving, Senator; yes, sir. 

Senator Futsricur. | wonder if you would step out, Mr. Rowe, and 
ask Mr. McIntyre to come in and we will not take but a minute. 


TESTIMONY OF JOSEPH McINTYRE, ASSISTANT TO RECONSTRUC- 
TION FINANCE CORPORATION DIRECTOR, C. EDWARD ROWE— 
Resumed 


Will you come in Mr. McIntyre, and please be seated. Were you 
sworn, Mr. MeIntyre / 

Mr. McIntyre. Yes. 

Senator Futprigur. Mr. McIntyre, I want to ask you one or two 
questions. 

Were you present when Mr. Rowe went to see Mrs. Smoot on the 
afternoon of February 207 

Mr. McInryre. When he first went over: no, sir. 

Senator Futsricutr. What / 

Mr. McIntyre. When he first went over there, I was not present. 

Senator Fu.tsricur. You were not present ? 

Mr. McInryre. No, sir. 

Senator Futsricur. Did he go twice? 


Mr. McInryre. No.sir. He called me from over there, as I recollect. 


Senator Futsrigur. Do you know what day we are talking about / 
The 20th, that was the day after the plan was sent up? 


Mr. McInryre. Yes, sir. Are you speaking with reference to the 


memorandum here, sir? 
Senator Futsricur. The memorandum. 
Mr. McInryre. Well, whatever day that was, sir, that was the day. 
Senator Futprigutr. That was the 20th of February / 
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Mr. McInryre. I do not know if that was the exact date, sir. 

Senator Futsricur. Was it a Tuesday ¢ 

Mr. McInvryre. I believe it was a Tuesday, sir. 

Senator Futsricur. Did you go with Mr. Rowe to Mr. Walter Dun- 
ham’s office to speak to Mrs. Smoot ¢ 

Mr. McInryre. No; he was there, sir, as I recollect, and I took the 
memorandum, after it had been typed, up to him. 

Senator Futpricutr. He was already talking to Mrs. Smoot when 
you came in? 

Mr. McIntyre. Yes, sir. 

Senator Futsricur. Did you stay there while they were discussing 
the matter / 

Mr. McInryre. Yes, sir. 

Senator Futsrigur. Can you tell us what was said ¢ 

Mr. McInryre. Senator, | honestly do not reeall the complete con- 
versation, but there was the original letter of resignation of Mr. Dun- 
ham’s that was on the desk, and I handed the memorandum that was 
typed to Judge Rowe, and then the information was compiled into 
this one right here, sir, this blue sheet. 

Senator Futsricut. Did you compose that letter for Judge Rowe?! 

Mr. McIntyre. No, sir. 

Senator Funsrigur. Was it Judge Rowe himself that dictated it? 

Mr. McInryre. Yes, sir. 

Senator I ULBRIGHT. Someone in your otlice typed it? 

Mr. Mel NTYRE. One of the girls in the office ty ped It. 

Senator Futsricutr. You just brought it over / 

Mr. McInryre. Yes, sir. 

Senator Futsrigur. Can you recall any of the conversation be- 
tween Judge Rowe and Mrs. Smoot ? 

Mr. McInryre. No. sir: because I was not interested. It was none 
of my business. 

Senator Futsrigut. How long were you there / 

Mr. McIntyre. I do not think I was there more than 5 minutes, 
sr. 

Senator Futsricnutr. Five minutes? 

Mr. McIntyre. Five or ten minutes at the most, sir, because 
Smoot had to leave the room to type the thing up, sir. 

Senator Fu.tprigur. Then you were called on the telephone, I be- 
lieve, were you not ‘ 

Mr. McInryre. No, sir. I believe Judge Rowe and | left together. 

Senator Futsrignt. Well—— 

Mr. McInryre. I think the day I was called to the telephone was 
the day Mr. Dunham testified up here, and we had walked over to 
Mr. Dunham/’s office in the afternoon after lunch, and that was the 
afternoon I was called into the room for a telephone call, sir. 

Senator Futsrieur. They both seemed to be under the impression 
on the 20th that you left before Mr. Rowe did. 

Mr. McIntyre. | do not believe SO, sIr. 

Senator Bricker. They said you left while you were in the inner 
oflice. 

Mr. McInryre. No, sir: I ai pretty sure that Judge Rowe, Sena- 
tor Bricker, and I walked back together from Mr. Dunham?’s office 
that day. 

Senator Futsricur. What if anything was said with regard to what 
Mrs. Smoot was to do with the letter ? 
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Mr. McIntyre. That she was to read it to Mr. Dunham, sir. 
Senator Futsrient. Was that all? 
Mr. McInryre. That is all, sir. I believe Mrs. Smoot asked Judge 
Rowe if he wanted to talk with Mr. Dunham, and he said “No.” 
Senator Futsrient. Did not Judge Rowe ask Mrs. Smoot to deliver 
it at the White House? 
Mr. McIntyre. No, sir; no, sir. 
Senator Bricker. How do you know? 
Mr. McInryre. Well, I do not recall that conversation, sir. 
Senator Futsricur. At least, not while you were there / 
Mr. McIntyre. No, sir. 
Senator CaprHartr. You say you were not there ? 
Mr. McInryre. I was not there the whole time, sir, because I was 
waiting for the memorandum to be typed. 
Senator CareHarr. I see. I believe you stated you were there only 
possibly 5 minutes. 
Mr. McInryre. Five or ten minutes at the most, sir. 
Senator Futsricnur. Mr. McIntyre, do you work with all of the 
Directors ? 
Mr. McIntyre. Yes, sir. 
Senator Futsrignt. How much of your time did you devote to 
Judge Rowe? 
Mr. McIntyre. I possibly spend more time with his office than I do 
with the others. 
Senator Futsrignr. Would you say 90 percent of your time? 
Mr. McInryre. I would say so, sir. 
Senator Futsricutr. Ninety percent or ninety-five percent ? 
Mr. McIntyre. Yes, sir. 
Senator Funprient. 100? 
Mr. McInryre. Not 100, sir. I would say about 90, 95 percent. 
I go to the Board meetings and listen into the Board sessions, sir. 
Senator Bennerr. Did you ever work with Mr. Dunham? 
Mr. McIntyre. No, sir. 
Senator Bennett. Mr. Cosgriff? 
Mr. McInryre. Yes, sir. I recall very distinctly going over to the 
House side on a congressional hearing with Mr. Cosgriff, sir. 
Senator Bricker. Did you say recently that you were an adminis- 
trative assistant to Judge Rowe ? 
Mr. McInryre. No, sir. 
Senator Bricker. Never used that term / 
Mr. McIntyre. No, sir. 
Senator Bricker. Never told anybody ? 
Mr. McIntyre. No, sir. 
Senator Fu.tsricut. That is all. 
Senator Frear. Where is your office? 
Mr. McIntyre. I use mares in Judge Rowe’s office, Senator Frear. 
Senator Frear. Do you have a secretary of your own? 
Mr. McInryre. No, s 
Senator Frear. Do you use Judge Rowe’s secretar V a 
Mr. McInryre. Whatever I have to do, I make use of the two girls 
his office. 
Senator Maypank. How long have you been down at the RFC? 
Mr. McInryre. I believe I went to work, sir, about the 20th or 2 
ot October. 
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Senator Maypank. Is that when Judge Rowe’s name was sent up? 

Mr. McIntyre. That is right; yes, sir. 

Senator Bennerr. Was your appointment cleared with Mr. Daw- 
son ¢ 

Mr. McIntyre. No, sir; not to my knowledge it was not. 

Senator Bennerr. Who invited you to come and take this job! 

Mr. McIntyre. I believe I told you that this morning, Senator 
Bennett, that Judge Rowe invited me to come over there, sir. 

Senator Futsricur. That is all; thank you, Mr. McIntyre. 

Mr. McInryre. You are welcome. 

Senator Futsricut. I believe that is all, Mrs. Smoot, unless you 
would like to say anything further before you leave. 

Mr. Dunuam. I would like to say one thing—— 

Mrs. Smoor. All I want to say, Senator, is I still repeat Judge Rowe 
did ask me to deliver that letter in person to Donald Dawson that 
day. I am not lying. 

Mr. Dunnam. Is there not some sense to the fact that it had to be 
done by telephone to get it delivered that day? After ay if it was 
not to be delivered that day it could wait until I got back, or I could 
write a letter. 

Senator Futsricur. Mrs. Smoot, was there anyone else that might 
have heard Mr. Rowe’s statement about delivering the letter ? 

Mr. Dunuam. Yes. 

Mrs. Smoor. I think probably Mrs. Mott heard that, too, Senator; 
I am not sure. 

Mr. Dunuam. I asked her today, Senator, and she said she did 
hear that. 

Mrs. Smoor. I was not in the office today, Senator, I have been ill. 

Mr. Herz. Can we reach her on the telephone? 

Mrs. Smoor. Yes. 

Mr. Herz. Would you call her? 

Mrs. Smoot. Glad to. 

Mr. Dunuam. Can I be excused, sir? 

Senator Futpricut. Yes. 

In order to close this up, Mr. Reddan, is Mrs. Mott coming? 


TESTIMONY OF JOHN T. M. REDDAN, SUBCOMMITTEE COUNSEL— 
Resumed 


Mr. Reppan. She is coming right down, sir. 

Senator Futsrient. I wonder if you would mind stating what she 
told you for the record. 

Mr. Reppan. Certainly. 

Senator Futerieut. Will you state what Mrs. Mott told you, iden- 
tify her, and then we can get her back some other time. 

Mr. Reppan. I just talked to Mrs. Mott, who is the assistant to Mrs. 
Smoot. She told me that she recalled the incident where Judge Rowe 
came to the office in connection with the resignation of Mr. Dunham. 
She states that she distinctly remembers Mr. Rowe telling Mrs. Smoot 
to deliver the letter in person just as soon as she finished typing it. 
She says, Mrs. Mott says, she does not recall the name “Donald Daw- 
son” being mentioned, but that she knew the letter was to be delivered 
to the White House, because she knew it was addressed to the White 
House, and it was Mr. Dunham’s resignation. 
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She states that she, Mrs. Smoot, and Mr. Rowe were the only three 
present at that time. She said that Mr. McIntyre had left because 
of a phone call that they received from his office, and the statement 
was made by Mr. Rowe in the outside office, not in Mr. Dunham’s 
office. 

Senator Futsricnt. I wonder, Mr. Reddan, if when she comes you 
cannot have her reduce her statement to writing and have it made an 
affidavit and inserted in the record at this point? I believe that will 
be adequate for our purposes, and if we should need her further we 
will call her. With that, we will complete our record as of today. 

(The affidavit referred to follows:) 


I, Mrs. Adeleen L. Mott, do hereby state that on the afternoon of Tuesday, 
February 20, 1951, I recall the following incidents : 

Upon Mrs. Smoot’s return from lunch, she received a telephone call from Mr. 
Dunham. He stated that someone in Washington had been trying to reach him 
and he thought perhaps Mrs. Smoot had called. She stated that she had not. 
Mr. Dunham then thought perhaps it was a call from Senator Fulbright and 
that he had already placed a call to the Senator but could not reach him. He 
then suggested to Mrs. Smoot that she ask Mrs. Mott to call the other Directors 
to ascertain if any one of them had been trying to reach Mr. Dunham. Mrs, 
Mott learned that Mr. Cosgriff had called Mr. Dunham the day before and that 
Mr. Harber, the Chairman, had talked to him that morning. She did learn that 
Judge Rowe had placed a call to Mr. Dunham earlier but was unable to reach 
him. Mr. Dunham also instructed Mrs. Smoot to call Senator Fulbright’s office 
and leave word that Mr. Dunham would call the Senator again at 4 o'clock, Mr. 
Dunham told Mrs. Smoot to tell Judge Rowe that he would wait for his call 
Mrs. Smoot called Judge Rowe's office and left this message with his secretary. 

Leaving the office for a few minutes, I returned to find the door to Mr. Dun- 
ham's office ajar—Judge Rowe and Mrs. Smoot appeared to be discussing what 
looked like a newspaper spread on Mr. Dunham's desk. I closed the door in 
order that they would not be interrupted. 

A few minutes later Mr. McIntyre came in and wanted to know if the judge 
was in. I said “Yes,” and told him to go into Mr. Dunham’s office. About 5 
or 10 minutes later, Mr. MecIntyre’s office called him and Mr. MeIntyre returned 
to his office. A few minutes later Mrs. Smoot came out leaving the door to 
Mr. Dunham's office open. Before she started on her work I asked her what 
in the world was going on, as Judge Rowe had only been in our office a few 
times and I was curious. Mrs. Smoot explained to me briefly that Judge Rowe 
had talked with Mr. Dunham, evidently had been informed that he could see 
his resignation letter to the President and that she was adding a few paragraphs 
to a copy of Judge Rowe's letter from Mr. Dunham’s letter in order to fill out 
the second page, thereby making it possible to use what would then be the third 
page which Mr. Dunham had signed before leaving for Florida. At this point, 
that is all she said and inasmuch as she was busy I said nothing further. 

Judge Rowe came out a few minutes later, talked about the letter of which 
I could gather no information and then left the office. 

I recall Mrs. Smoot saying that the letter did not sound right and she did not 
know what the rush was all about. 

Judge Rowe came in a second time wearing his hat and coat to find out how 
far she had progressed. Mrs. Smoot told him that she had not started typing 
it yet, that she was still looking up the names of the Directors mentioned in 
the letter. Judge Rowe left again—and being still unaware of the complete 
story and what I heard him say, I can remember hearing that Mrs. Smoot had 
to take the letter of resignation to someone just as soon as she had finished. I 
then asked Mrs. Smoot to please tell me a little of what was going on—where 
was she to deliver the letter, that is, to whom. Mrs. Smoot said that she had 
to deliver it in person to Mr. Donald Dawson and that Judge Rowe wanted her 
to deliver it just as soon as she had finished, but that inasmuch as Mr. Dunham 
was talking with Senator Fulbright at 4 o’clock and the letter did not read 
well—one of the statements made therein being false (that of the Lustron case) 
that she was not going to deliver the letter until she had read it to Mr. Dunham 
Mrs. Smoot made a few comments as to why all the rush and fuss about the 
letter, why it had to be delivered in such a hurry. Mrs. Smoot was very firm 
in stating that she was not going to deliver the letter until she heard direct 
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from Mr. Dunham because when he left he gave her explicit orders not to release 
the letter until he instructed her to do so. 

Mrs. Smoot then telephoned Mr. Dunham at Fort Lauderdale and read Judge 
Rowe's letter to him. Mrs. Smoot told me later that Mr. Dunham seemed very 
angry; told her to hold the letter until his return and not to deliver it to anyone. 
Mrs. Smoot also stated that Mr. Dunham was very incensed over the fact that 
something funny was going on and that he thought it best for him to leave 
immediately for Washington. 

Mr. Dunham later called and informed Mrs. Smoot that he had talked with 
Mr. Herz and had decided to leave for Washington the following morning | 
would probably arrive here that week end. He also instructe 
Rowe’s office and tell him that he had decided not to have 
and that he was leaving Florida the following morning 

I can distinctly remember Mrs. Smoot telling me that she wi 
just what was going on. Mrs. Smoot then called Judge Rowe's offi 
he had left the building but would return. Mrs. Smoot lk 
secretary to tell Judge Rowe that she had talked with Mr. Dunl 
not want the letter delivered and that he was leaving Florida 
morning. 

ADELEED 
District OF COLUMBIA, 88s: 
Subscribed and sworn to before me this 20th day of March 1951. 


CHARLES J. BUETTNER, 
Notary Public. 


My commission expires February 29, 1956. 

Senator Futsricur. With that understanding, the committee re- 
cesses. 

(Whereupon at 5 p. m., the hearing was recessed.) 
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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


WEDNESDAY, MARCH 28, 1951 


UNtrep SATEs SENATE, 
SUBCOMMITTEE ON THE RECONSTRUCTION FINANCE 
CORPORATION OF THE COMMITTEE ON 
BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator J. William Fulbright (chairman of 
the subcommittee), presiding. 

Present: Senators Fulbright and Bricker. 

Also present: Senator Welker and Gov. Len B. Jordan, of the State 
of Idaho. 

Theodore Herz, staff director; John T. M. Reddan, legislative 
counsel; James Foley, committee investigator. 

Senator Futprichr. Will the committee come to order, please. 

{ wish to make a short statement as an outline of the testimony 
given at the last hearing simply for the information of the committee 
and so that the record will be complete, in view of the fact that there 
has bee ni some lapse of time since Mr. Casey came before the committee. 

ay ‘asey, will you come forward, please. 

Mr. Casey, Mr. Herz will hand you a copy of this statement. If 
there is reaidie in it with which you disagree and feel is not in ac 
cord with the facts, I hope you will feel free to call it to the attention 
of the committee, and I will try to read it as quickly as I can: 

The American Overseas Tanker Corp. is an American corporation 
formed in 1947 or 1948 to buy five T-2 tankers from the Maritime 
Commission. The tankers were acquired for cash. After they had 
been ac quire d they were registe mad in the name of Greenwich Marine 
Co., a Panamanian affiliate of American Overseas Tanker Corp., and 
Greenwich Marine Co. chartered them to the Standard Oil Co. of New 
Jersey. 

Purchase of the tankers by American Overseas was financed through 
an equity capital investment of $100,000 paid in by some 30, 40, or 50 
stockholders and through a loan of $10,000,000 w hich American Over- 
seas obtained from an insurance company. Collateral for the loan 
consisted of the vessels and also the charter which had been or was 
being negotiated between American Overseas and Standard Oil. 

Joseph E. Casey was the president of American Overseas Tanker 
Corp. His portion of the $100,000 equity capital investment amounted 
to $20,000. James Mackey, an attorney of New York, was treasurer 
of American Overseas. Among the 30, 40, or 50 stockholders were 
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Robert W. Dudley and Joseph H. Rosenbaum, partners in the firm 
of Goodwin, Rosenbaum, Meacham & Bailen. Their portion of the 
total investment was relatively small—it had been allocated to them, 
at least this is so of Mr. Joseph Rosenbaum, as a finder’s fee for con- 
ceiving the ideas which characterized the arrangement. 

Also included among the stockholders of American Overseas was 
one man who later became an official of the Government of the United 
States. 

The charter between American Overseas and Standard Oil was nego- 
tiated by Joseph E. Casey. Its negotiation and the other arrange- 
ments between the various parties were synchronized insofar as their 
timing was concerned because the various elements in the financial 
arrangements were interdependent. The charter could not be consum- 
mated until the vessels were owned by American Overseas. The 
vessels could not be acquired by American Overseas until the loan 
had been arranged by the insurance company. The loan with the 
insurance company could not be arranged until the charter had been 
ei ated between American Oveaseas and Standard Oil. The finan- 
cial success of the various transactions was contingent upon the cor- 
rectness of the assumptions which the parties m: ade concerning the 
incidence of Federal income taxation and as a part of the synchronized 
efforts it was necessary that there be some understanding with the 
Bureau of Internal Revenue. No formal ruling was obtained from 
the Bureau in writing, but through one of the interested parties in 
New York some sort of ruling was obtained. 

The organization of American Overseas Tanker Corp. did not in- 
volve a public offering of securities and accordingly it was not neces- 

sary that there be any filing with the Securities and Exchange Com- 
mission. 

After holding their investment for 3 or 4 years, the stockholders 
in American Overseas Tanker Corp. sold out to a corporation which 
was not the same as the one to which the vessels had been chartered. 
This corporation acquired the vessels subject to the charter rights of 
Standard Oil and it assumed the obligation for the unpaid portion of 
the insurance company loan. During the time that American Over- 
seas held the vessels charter rentals paid by Standard Oil to Green- 
wich Marine had been applied toward the reduction of the debt. 

The stockholders of American Overseas realized a capital gain of 
about $2,800,000 on disposal of their investment. The capital gain 
realized by Joseph E. Casey was about $250,000, which would indi- 
cate that although he put up 20 percent of the equity capiti il invest- 
ment his pro rata share in ownership of — stock was only 10 percent. 

Neither American Overseas Tanker Corp. nor Greenwich Marine 
Co. paid and Federal income tax nor did they file income-tax re- 
turns. The stockholders in American Overseas paid only the tax on 
their capital gains. 

That statement is as complete as the staff could make it, based upon 
the baeemeny taken on March 12. 

I wish by way of introduction to comment a hitle further on the 
testimony of March 12 in order to point up the hearing of this morning. 

On transcript page 1547, Mr. Casey said, and I quote: 

I will be glad to give the committee all the information with dates and facts 
and amounts, 
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On page 1548, Mr. Casey offered to give the date of the first busi- 
ness transaction which he had with Mr. Rosenbaum and to describe 
the transaction. 

On page 1549, Senator Bricker asked about the payment of income 
tax on normal income from royalties. Mr. Casey referred to the 
Panamanian corporation and he would “present the whole and com- 
plete story in writing.” 

On page 1550, Mr. Casey said there were 30, 40, or 50 investors 
besides himself. He agreed to present to the committee all of then 
names, 

On page 1552, Senator Fulbright asked how much Mr. Casey re- 
ceived when his investment was disposed of. Mr. Casey agreed to 
furnish the exact manent 

On page 1553, Mr. Casey agreed to supply a list of the stockhold- 
ers of American Overseas in the amount they invested. 

On page 1563, Mr. Fulbright inquired about the balance owing to 
the insurance company on the $10 million loan at the time the invest- 
ment was oe sed of. Casey agreed to furnish the exact figures. 

On page 1567, in response to Senator Bricker’s question, Mr. Casey 
said, and I quote: 

I can give you a list of all the payments that were made upon the royalties. 
We know exactly to Whom they went and in what amounts 

On page 1567, Mr. Casey said he would furnish the names of all the 
people involved here, the entire list of stockholders, elployees, and 
everything else pertinent to it. 

On page 1572, Senator Frear asked questions about the monthly 


payments in the charter. Mr: Casey agreed to furnish the dates and 
amounts. 

On page 1575, Senator Fulbright inquired about who negotiated the 
tax ruling received from the Treasury Department. Mr. Casey said: 


I know his name, but it escapes me, but I will be very happy to furnish you 
his name. 


On page 1581, Senator Fulbright said: 


Mr. Casey, you understand now that you will submit in writing to tl 


? tliis COoOm- 
mittee a complete statement covering the points that were raised. 

Senator Bricker specified that the statement should cover all the 
taxes that were paid either in capital gains taxes or normal income 
taxes. 

On page 1585, Senator Bennett asked about the Panamanian twin of 
the United States a Co., in which case he and Rosenbaum 
were stockholders. Mr. Casey agreed to furnish the n: ime of the twin. 

Senator Fulbright eed for the dates on whic h American Overseas 
and other corporations were formed. Mr. Casey aia to furnish 
the dates. 

Mr. Casey, do you have a statement that you care to make at this 
point ? 


TESTIMONY OF JOSEPH E. CASEY, ATTORNEY, WASHINGTON, 
D. C.—Resumed 


Mr. Casry. Yes; thank you, Mr. Chairman. 
Senator Futsricur. Do those lights bother you, Mr 
Mr. Casry. No; I do not think so. 
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Senator Futpricnt. If they do, we will have them turned off. 

Mr. Casry. I think that is all right. They have been on other wit- 
nesses and I cannot object to them. 

I want to say in the beginning that I come here with no spirit of 
contention whatsoever. I am here as a citizen of the United States 
who respects his Government; as a former Member of Congress, one 
who respects the Congress, and who respects congressional committees. 
I am making some observations purely as a matter of laying down 
the rules which govern me and all the citizens of the country, and 
which govern Congress and its legislative committees. I am doing it 
in a spirit of cooperation and trying to balance the various rights 
of all the parties concerned, and also to lay down, if I may, what the 
Supreme Court had said about the situation. 

The stockholders of American Overseas Tanker Corp. insist that 
they do not want their names or any of the affairs of the corporation 
divulged toa committee that is conducting an inquiry into the opera- 
tions of the RFC and its subsidiaries. 

They contend that their company had nothing to do with the RFC. 
It was privately financed. It bought ships at a price set by Congress 
and under the rules set by Congress. May I interpose and say that 
I have for the committee a complete statement, a copy of what I am 
reading. They invoke their rights granted to them under the fourth 
amendment to the United States Constitution. They contend that 
Senate Resolution 219, which reads as follows: 

Resolved, That the Senate Committee on Banking and Currency, or any duly 
authorized subcommittee thereof, is authorized and directed to conduct a full 
and complete inquiry into the operations of the RFC and subsidiaries with 
special attention given to the recommendation of the Commission on Organiza- 


tion of the Executive Branch of the Government with respect to such corpora- 
tions and subsidiaries. 


The stockholders of American Overseas Tanker Corp. say that that 
resolution limits the power of the committee to an investigation of the 
RFC and its subsidiaries, and that an inquiry into the affairs of their 
company is beyond the scope of the committee's authority. 

The Supreme Court of the United States has passed on this ques 
tion many times. The Supreme Court said in the historic case of 
ilhourny. Thompson (103 U.S. 168) : 


* * the House of Representatives had no power of authority in the 
matter (an attempt to conduct an investigation into the personal affairs of 
certain individuals) more than any other equal number of gentlemen interested 

r the government of their country. 

The case squarely establishes the proposition that Congress’ power 
of investigation is strictly limited to investigation of matters relevant 

* pertinent to a specifically authorized matter within the constitu 
tional power of the Congress, 

Senator Futesrignt. What was the matter there, Mr. Casey? 1 am 
just interested in facts in that case. 

Mr. Casry. That was a case that had to do with a land investigation. 

think it happened up in Pennsylvania; it is rather a famous case. 
I cannot think of the name now, there was some land transactio! 
involved. 

Mr. Justice Field in Jn Re Pacific R. Commission (32 F. 241) said 
of the Kilbourn case. 

This case will stand for all time as a bulwark against the invasion of the 
right of the citizen to protection in his private affairs against the unlimited 
scrutiny of investigation by a congressional committee. 
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The Kilbourn case was cited and quoted with approval, as was the 
above statement of Mr. Justice Field, in the Supreme Court’s most 
recent decision dealing with this matter (U/nited States v. Sinclair, 
279 U.S. 263). The Sinclair case also quotes with approval another 
statement of Mr. Justice Field in the Pacific Railroad Commission 
case : 

Of all the rights of the citizen, few are of greater importance or more essential 
to his peace and happiness than the right of personal security, and that involves, 
not merely protection of his person from assault, but exemption of his private 
affairs, books, and papers from the inspection and scrutiny of others. Without 
the enjoyment of this right, all other rights would lose half their value. 

The Sinclair case is clear and unambiguous in its holding that a 
witness may only be compelled to make disclosure to a congressional 
committee with respect to matters shown to be relevant or pertinent 
within the scope of the lawfully authorized committee inquiry. It 


IS 


equally clear and unambiguous in holding that no person has any duty 
to make any disclosure on matters not relevant or pertinent to the 
lawful inquiry of the committee. In the language of the Court: 


It has always been recognized in this country, and it is well to remember, 
that few, if any, of the rights of the people guarded by fundamental law are 
of greater importance to their happiness and safety than the right to be exempt 
from all unauthorized, arbitrary, or unreasonable inquiries and disclosures in 
respect of their personal and private affairs 


A few of the other Supreme Court cases dealing with this question 
are: 


Inte rstate Clommerce Commission ve Brimson (154 | ° ». ti 7). in 
which the Court said at page 478: 


We do not overlook these constitutional limitations which, for the pro- 
tection of personal rights, must necessarily attend all investigations conducted 
under the authority of Congress. Neither branch of the legislative department, 
still less any merely administrative body, established by Congress, possesses, or 
can be invested with, a general power of making inquiry into the private affairs 
of the citizen * * *, Wesaid in Boyd v. United States (116 U. S. 616, 630; 
29 L. ed. 746, 751; 6 Sup. Ct. Rep, 524)—and it cannot be too often repeated—that 
the principles that embody the essence of constitutional liberty and security 
forbid all invasions on the part of the Government and its employees of the 
sanctity of a man’s home and the privacies of his life. 


F di ral Trade Commission Wa Ame rican Toba CO Co. (264 U. ae 298, 
pp. 305, 306), in which Justice Holmes said: 


Anyone who respects the spirit as well as the letter of the Fourth Amend- 
ment would be loath to believe that Congress intended to authorize one of 
its subordinate agencies to sweep all our traditions into the fire (/nterstate Com- 
merce Commission v. Brimson, 154 U.S. 447, 479; 38 L. Ed. 1047, 1058; 4 Inters. 
Com. Rep. 545; 14 Sup. Ct. Rep. 1135) and to direct fishing expeditions into 
private papers on the possibility that they may disclose evidence of crime. We 
do not discuss the question whether it could do so if it tried, as nothing short 
of the most explicit language would induce us to attribute to Congress that 
intent * * *, It is contrary to the first principles of justice to allow a search 
through all the respondents’ records, relevant or irrelevant, in the hope that 
something will turn up. 


McGrain v. Daugherty (273 U.S. 135) ; two propositions are defi- 
nitely established in this case: 


One, that the two houses of Congress, in their separate relations, possess not 
only such powers as are expressly granted to them by the Constitution, but 
such auxiliary powers as are necessary and appropriate to make the express 
powers effective; and, the other, that neither House is invested with “general” 
power to inquire into private affairs and compel disclosures, but only with such 
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limited power of inquiry as is shown to exist when the rule of constitutional 
interpretation just stated is righly applied. 


The Court in the Sinclair case, referring to the McGrain case said: 


* * * that case shows that, while the power of inquiry is an essential and 
appropriate auxiliary to the legislative function, it must be exerted with due 
regard for the rights of witnesses, and that a witness rightfully may refuse 
to answer where the bounds of the power are exceeded or where the questions 
are not pertinent to the matter under inquiry. 

The Court in the Sinclair case called attention to the cases of 
Harriman v. Interstate Commerce Commission (211 U.S. 407), and 
United States v. Louisville @ N. R. Co. (236 U.S. 318) to illustrate— 
The unwillingness of this Court to construe an act of Congress to authorize any 
examination of witnesses in respect of their personal affairs. 

A most painstaking search of the Supreme Court cases has failed 
to disclose a single case which can be cited in support of any conten- 

tion that your committee has power to require production of any doc- 
ument for the purpose of examining it to determine whether or not it 
is relevant. The cases all hold to the contrary, and all alike con- 
demn the proposition as repugnant to the Bill of Rights. The only 
decision found to the contrary is one handed down in 1761 by the 
Superior Court of the Province of Massachusetts denying the colo 
nists’ petition to invalidate the notorious “writs of assistance” issued 
on behalf of the Crown. I refer, of course, to the case argued by 
James Otis, who, refusing to defend Government invasion of privacy, 
resigned his position as advocate general to represent the colonists. 
You will recall that John Adams called Otis’ arguinent in the case the 
opening act of the American Revolution. 

The decisions cited _ quoted above ought to convince the com- 
mittee that any attempt by it to compel American Overseas Tanker 
Corp. or its stockholders to produce any records or documents or to 
give any testimony on matters which are of no proper concern to the 
committee is unlawful. 

However, the officials of American Overseas Tanker Corp. desire 
to emphasize their willingness to cooperate fully with any duly au 
thorized congressional committee empowered to investigate maritime 
activities. Under these circumstances where the complete story can 
be told in an atmosphere conversant with maritime proceedings, the 
officials of American Overseas Tanker Corp. are confident that the 
conduct of their affairs would be found to be entirely proper and 
wholly above criticism. 

Senator Futsricnr. Mr. Casey, I have never been disposed to make 
this committee a fishing expedition, and I think it is quite proper for 
you to raise such a question, but I will remind you that you were the 
first man mentioned in our re port to seek an opportunity to enlighten 
this committee about vour activities. I remember you called me soon 
after the report was issued and asked for an opportunity to come 
before the committee. I took that, of course, to mean your willing 
ness to divulge any and all information that the committee might 
think is pertinent to its inquiry. Certainly, your attitude on March 
12 was that you would supply all of the information that I mentioned 
in the statement I read a moment ago. 

As I understand it, the American Overseas Tanker Corp. is a cor- 
poration in which you personally are the largest single stockholder. 
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Is that not correct? You were the largest single stockholder in the 
corpor ation, SO in a sehse you are spe aking for yourse If, and not pri- 
marily for a client, in taking this position; is that not correct / 

Mr. Casry. Senator, I think that speaking of American Oversea 
Tanker and any of its affairs, my position is ‘that I cannot transgress 
upon the constitutional rights of others who are associated with me. 
I cannot promise them away. I did make an agreement to furnish 
these things which the Senator has outlined to the committee, but | 
also say that when you are in the spotlight here, and when you are 
going to testify, as I thought I was going to testify on matters in 
which the report had mentioned me, to be diverted into a * mat 
ters I how find will be beyond the scope of the committee’s nquiry, 
gave a picture which was not a fair and complete picture to on rican 
Overseas Tankers. It seemed to emphasize the amount of money put 
in and the amount of money taken out. ‘That was a large and in- 
volved transaction that involves a large insurance company with mil 
hons of policyhole lers. They feel if they are injected into an 
vestigation of RFC matters at this late date—I do not need to inform 
you that there is an atmosphere about RFC matters in which things 
are not sweet—that there readily might be a misunderstanding on the 
part of the policy ‘vholders because of the fact that it is associated 
this investigation and they feel they do not belong here 

There ts no hesitane yon their part mn another atmosp! ere In another 
place, where the insurance company, where the Standard Oil Co., 
where all of the parties involved—and there were corps of |: wvers 
represe nting them. For e xamp le, an Insurance company does not go 
into a transaction like this unless everything is not only legal, but 
everything Is exact and proper, and for me to be here testifvins 
some matters on which |] am not an expert, OH a matter In which | 
was surprised, and to be questioned by a committee that had not made 
an investigation of this affair, so that they would cross-examine and 
bring out an incomplete picture, does not give a fair picture of thi 
transaction. I can see and understand the situation with reference 
to their unwillingness to have this entirely proper transaction pro 
jected before a committee in the atmosphere of an investigation of the 


REC 


Senator Futsricutr. Mr. Casey, for the record and the information 
of the press, I would like to read the fourth amendment as the one 
which you rely on. The fourth amendment of the Constitution reads 
as follows: 


The right of the people to be secure in their persons, houses, papers, and ef 
fects, against unreasonable searches and seizures, shall not be violated, and no 
warrants shall issue but upon probable cause, supported by oath or affirmation, 
and particularly describing the place to be searched, and the persons or thing 
to be seized. 


~ 


It has been a long time, Mr. Casey, since I consulted a law book, 
and I am very rusty on these things, but there are one or two ques 
tions I would like to ask you to clarify before we call upon our coun 
sel. One is, Do you contend that this whole matter is a private mat- 
ter and beyond the power of any congressional committee / 

Mr. Casey. Oh, no, not at all. 

Senator Fuutsricutr. Do any of the cases which you cited in your 
prepared brief relate to transactions involving a Government agency; 
that is. such as the purchase ot ships from the Government 2 ; 


SO585 51 pt. 3 34 





1690 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Mr. Casey. I think there was a question of public land involved. 

Senator Futsrigur. Which case involved, that is, the purchase of 
land from the Government ‘ 

Mr. Casry. I think there was some public land involved. 

Senator Futsricntr. As a lawyer, do you believe that any trans- 
action in which the purchase of Government property is involved is 
a private matter and beyond the right of the committee to inquire into ¢ 

Mr. Casey. I think, ‘Senator, that that would be a dangerous doc- 
trine to go abroad, that any company that was involved in any Govern- 
ment matter could therefore find itself before any congressional com- 
mittee investigating any particular subject in reference to all of 
affairs. 

Senator Futsricgur. Now wait, you are anticipating a point. Iam 
coming to that. But you would not take the position that any trans- 
action involving any Government property is beyond the inquiry of 
some congressional committee ¢ 

Mr. Casry. I certainly do not. 

Senator Fu.sricutr. Therefore, this subject matter is perfectly 
proper for some committee to inquire into. 

Mr. Casry. I think so. 

Senator Futsricutr. Do any of your cases that you have cited make 
a distinction between jurisdiction of one committee as against another 
committee ¢ 

Mr. Casey. I think that the cases cited limit the committee to the 
powers granted to it under the resolution, limited to the specific 
language. 


Senator Futsrigur. Which case would support such a distinction / 
Mr. Casey. I think the MeGrain case, and the latter part of it says 


that— 


neither House is invested with general power to inquire into private affairs and 
compel disclosures. 

Senator Futsricut. Those are private affairs. We have agreed 
that these are not private affairs, have we not ? 

Mr. Casey. I do not know that we have agreed that the entire trans- 
action is not private affairs. I think that the affair of this corpora- 
tion—the only affair that was public was the purchase of ships from 
the Maritime. 

Senator Fuierient. That was the only purpose, the only reason 
for such a corporation existing was to purchase the ships. That is 
the only property it owned, was it not? That is its whole reason for 
its existence. 

Mr. Casey. That is right. 

May I point out, Senator, that I do not know whether this commit- 
tee contends or not, to get it straight, that the committee can gO 
beyond the power granted to it in the resolution. Does not the fourth 
amendment limit it to that—— 

Senator Futsricut. I do not think the committee does contend that 
it should, and I as chairman do not wish for it to go beyond its 
power. The question is whether or not it is beyond its power, whether 
or not there is some relation between the affairs of this corporation 
and the legitimate inquiry into RFC for this reason: You, the princi- 
pal stoc kholder, have played quite a prominent part in matters deal- 
ing with the RFC. We have already gone into that. You 
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ciation with Mr. Rosenbaum, another stockholder in this corporation, 
have been quite intimately associated with RFC matters. The evi- 
dence showed in the last hearing that you received a substantial fee 
growing out of loans made by the RFC to certain clients, notably the 
Central Iron & Steel Corp. 

It is that theory which leads me to believe that this is certainly a 
question that is debatable. It is not clear to me that the affairs of this 
corpor ation are beyond the proper jurisdiction of this committee. 
The influences which might be brought to bear in this area of Govern- 
ment loans might well be the same influe neces that are concerned with 
the purchase of the ships. Where one draws the line is a different 
matter. Certainly, I would not say it wasclear. I would like to hear, 
myself, an expression or an opinion from the Senator from Ohio, who 
is a very capable lawyer, and also our counsel on this question. I 
think it is a delicate one. I do not wish to push this committee into a 
matter which it is not properly concerned with, but I am doubtful 
about whether or not we are not entitled to the information. 

Senator Bricker. Mr. Chairman, I think, frankly, that it is perti- 
nent to our inquiry, because the whole matter was developed at the 
time Mr. Casey came before this committee in regard Lo RFC matters. 
We did lead into an extraneous field, somewhat, but it is very difficult 
for us to say that the present committee can investigate matters exclu- 
sively that deal with RFC loans and not with other matters incident 
to it and related to individuals which are dealing in those loans and 
working before the Commission, especially in association with Mr. 
Rosenbaum as has been brought out by the chairman. 

It would be a very cumbersome procedure if Mr. asey takes the 
position, which he evidently does take at this time, that matters in 
regard to the Maritime Commission must be undertaken by the Inter- 
state and Foreign Commerce Committee. As I underst: . it, Mr. 
Casey, you would not object if a resolution were passed by the Senate 
authorizing a complete investigation of maritime matters so that the 
Interstate and Foreign Commerce Committee could go into this matter. 

Mr. Casey. May I say, Senator, that there would be no objection if 
this committee or any other committee, acting not on RFC matters 
but on either this specific matter 

Senator Bricker. Well, further than that, if we would meet this 
situation, say, in an investigation by the Interstate and Foreign Com- 
merece © ommittee,. that you did bu lV the ships, and the n we reac h the 
consideration of the matter of t: ixes, whether or not this is an avoid- 
ance of taxes, whether it is actually a violation of the t: ix laws. Would 
it then be your further position that that is without the province of 
the Interstate and Foreign Commerce Committee and would have to 
vo to the Finance Committee to consider whether or not there had 
heen a violation of the tax laws. or whether there is a loophole in the 
laws that ought to be corrected? If so, it would be an almost inter 
minable procedure. I feel that this committee having once entered 
into the investigation may follow it to its ultimate conclusion for the 
aid of the Senate in considering not only maritime matters but internal 
revenue matters. I would hate to have the Interstate and Foreign 
Commerce Committee go into an investigation of this—it may be a 
perfectly legal procedure—and then be stopped short there. If you 
take the position before that committee, that you are evide ntly ti aking 





1692 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


here, that it cannot go into the matters of income tax, either avoidance 
or violation, and that that is a matter primarily for the Finance 
Committee—what would be your position in that respect 4 

Mr. Casey. I do not want to anticipate that situation, Senator, but 
I do want to say—well, I guess I had better wait 

Senator Bricker. Frankly, I want to say, Mr. Chairman, that if 
this transaction is legal, that there is clearly a loophole in the income 
tax laws that ought to be plugged up. If it is not illegal there ought 
to be a thorough investigation by the Senate, or a properly authorized 
committee, to look into these violations, to see whether or not there has 
been a failure to report income and a failure to pay taxes. 

I cannot personally see how you can set up an American corpora- 
tion and a Panamanian corporation, as was suggested in the hearing, 
a twin corporation, in fact, wherein the ships were chartered and a 
mortgage given by an insurance company to the American corpora- 
tion, paid off by the Panamanian corporation, whereby the American 
corporation benefits by it. I cannot see how you can set up, by any 
such fiction as that, a screen corporation set up to protect you. I do 
not see how you can avoid the payment of normal income tax on the 
benefits that you received from this transaction when the mortgage is 
paid off. That is my personal opinion, but I think it is a matter that 
Congress certainly ought to inv estigate to the limit. 

As I understand you here this morning, you only object to this com- 
mittee going into it because it is not within the province of the reso- 
lution passed, giving us authority to conduct the neon nt investigation, 
but under a proper authorization of the proper committee you concede 
that it isa proper matter for investigation. 

Mr. Casry. Senator, it is a little more practical than that, too, than 
just the legal technicalities. With a change in venue away from in 
vestigation of RFC, the complete transaction, which is a large and 
involved one, and which would take some time, could be told in an 
atmosphere, for example, of ships and understanding and not get tied 
up ina great deal of confusion in the public mind with an investiga- 
tion of RFC 

Senator Bricker. In other words, you do not want any unsavory 
flavor of the RFC spread over the Maritime Commission or your 
transaction in this ship deal ¢ 

Mr. Casry. That is right. 

Senator Futsricut. I do not know too much about the Maritime 
Commission, but it is my opinion that if it was investigated like the 
RFC has been it would not be a bit more savory than the REC has been. 

Senator Bricker. I think the chairman is entirely correct in his 
conclusion on that from what little I know about it. 

Senator Futsricnr. The only difference is that no one has looked 
into the Maritime Commission. 

Senator Bricker. Only in a cursory way. It has been investigated 
somewhat. If you will remember when the reorganization plan came 
from the President to transfer the powers of the Maritime Commis- 
sion, I think it carried almost entirely due to the feeling on the part 
of the Senators that you could not make the thing any worse, that it 
was so bad that any change would be an improvement. 

Senator Futsricut. Mr. Reddan, would you care to comment on 
the point that has been raised ¢ 
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TESTIMONY OF JOHN T. M. REDDAN, COUNSEL FOR THE 
SUBCOMMITTEE—Resumed 


Mr. Reppan. Mr. Chairman, I have read the brief submitted by Mr. 
Casey in support of his position, and in my opinion it is an extremely 
broad dissertation on the general legislative powers on the rights of 
citizens. It covers the field from the separation of powers in the 
Kilbourn v. Thompson case and the right of citizens to refuse to pro- 
duce self-incriminating documents. 

I am not entirely sure that any part of it applies to the question 
before the committee at this time as to whether or not we have = right 
to io eed in this particular case. My own opinion is that because 
of Mr. Casey’s association with Mr. Rosenbaum, that this is just a logi- 
cal ae of the investigation which the committee has the au- 
thority to make. 

I agree with many of the points contained in Mr. Casey’s brief. 
Although many of them are dicta, they do establish the point of 
fundamental law, but I do not think they are particularly applicable 
to this particular case. For instance, in A7/bourn v. Thompson, Mr. 
Casey said: 

The case squarely establishes the proposition that Congress’ power of investi- 
gation is strictly limited to investigation of matters relevant or pertine nt to a 
specifically authorized matter within the constitutional power of the Congress. 

I am not entirely sure what that means. However, the decision in 
that case revolved about the power of the Congress to exercise a 
judicial function, rather than a legislative function. It was an 
investigation into—as a matter of fact, it was a District of Columbia 
land operation, and the committee was acting as a court in settling, 
or were going to attempt to settle, certain claims, and the matter 
was still pending before a court in Pennsylvania. 

The Supreme Court held in that case that this was a judicial function 
which the Congress had no right to perform. 

The other cases that I have run through cover similar extraneous 
matter, and as I said in the beginning, I do not think that it is par- 
ticularly on point of the question before the committee. 

Senator Bricker. Mr. Chairman, may I ask one or two questions 
here ? 

As I understand it, Mr. Casey, you do not in any sense take the 
position that any testimony that you would give would either incrimi- 
nate you or anybody connected with your company / 


TESTIMONY OF JOSEPH E. CASEY, ATTORNEY, WASHINGTON, 
D. C.—Resumed 

Mr. Casry. No, sir. 

Senator Bricker. That was my understanding of it. Furthermore, 
[ think you would want to clarify one matter that was left hanging 
in this investigation. You said at the time of the inquiry that you 
had an opinion from the Internal Revenue Department to the effect 
that this income to the Panamanian company paid over to the benefit 
of the American corporation was not taxable income. I have had 
some understanding, and I do not know where I got it, maybe in 
the public press, that you had since notified the committee that such 
would be the case. 
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Mr. Casey. That there was no Treasury ruling? 

Senator Bricker. No Treasury ruling, either formal or informal. 
Where did you get the idea that there w as? 

Mr. Casey. I think I reasoned it, Senator. 

Senator Bricker. Because you had not paid the return / 

Mr. Casey. No; I do not think that is so. 

Senator Bricker. Who was handling that matter’ Were you 
handling that ? 

Mr. Casry. No. 

Senator Bricker. That was handled by your treasurer, the treasure: 
of the company ¢ 

Mr. Casey. I think it was handled by a large New York firm. 

Senator Bricker. A law firm? 

Mr. Cassy. Yes. 

Senator Bricker. But you now wish to state that there was no such 
informal ruling / 

Mr. Casry. My information is that there was no ruling. formal o1 
informal, expressed. 

Senator Bricker. Of any kind? 

Mr. Casey. Yes. 

Senator Fu.sricutr. For the record, I would like to read this, Mr. 
Casey, then I will ask you to comment on it. This is an extract from 
Public Law 601, Seventy-ninth Congress, section 134 (a) : 

Fach standing committee of the Senate, including any subcommittee of any 
such committee, is authorized to hold such hearings; to sit and act at such times 
and places during the sessions, recessed and adjourned periods of the Senate: 
to require by subpena or otherwise the attendance of such witnesses and the 
production of such correspondence, books, papers, and documents; to take such 
testimony and to make such expenditures (not in excess of $10,000 for each 
committee during any Congress) as it deems advisable. Each such committee 
may make investigations into any matter within its jurisdiction and may report 
such hearings as may be had by it and may employ stenographers, stenographic 
assistance, at a cost not exceeding 25 cents per hundred words, as it deems 
advisable 
and in the next sentence— 
within its jurisdiction. 

You raise the question not of the jurisdiction of Congress but thi 
jurisdiction of the committees within the Congress. I wonder if you 
are a proper person to raise such a jurisdictional question as a private 
citizen, whether or not you have any standing or would have in a 
court to raise such a jurisdictional question. Is not that purely a 
matter of internal organization which could be raised only by anothei 
committee which would contest our jurisdiction / 

I have one other point. Under the Constitution, the Senate has 
complete power to make its own rules. This is a case in which thers 
is no question of the jurisdiction of the Senate to inquire into—and 
I understand you do not raise any such question—the question is purel) 
one within the Senate rule. Are you a proper person to raise an) 
such question? What would you say to that? 


Mr. Casey. Senator, I say that my understanding of the power ¢ of 


Congress is that it comes from people who made the Constitution and 
who are the force in the Nation, and they have just gone through a 
trying period of time before the Revolution when the Crown had 
issued these writs of assistance. Writs of assistance were general 
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search warrants. They did not specify particular places or things 
to be searched for, and gave the Crown the right to go in indiscrimi- 
nately. That was something that was fresh in their minds at the time 
the Constitution was drawn, and with men lke Patrick Henry insist- 
ing on a Bill of Rights they had a very vivid remembrance of the 
injustices suffered by the Crown by virtue of writs of assistance, by 
virtue of private mghts being transgressed and private properties 
being invaded, and they used to love to quote Lord Pitt the Elder on 
the excise case, about a man’s house, no matter how frail, cannot be 
crossed by the forces of the Crown, that the wind may enter, that the 
rain may enter, but the King of England cannot enter, that that man’s 
house is a castle against all the forces of the King. So they were very 
much concerned— 

Senator Bricker. That was from Lord Coke. 

Mr. Casry. Lord Coke also, Senator; that is right. I do not think 
it is an accurate quotation, it is just general, but these people were 
very much concerned and guarded the rights that they gave to this 
new authority that was going to rule them. When they put in the 
Bill of Rights, the fourth amendment, that was for the purpose of 
taking care of the rights of all citizents. So I say that a citizen has 
a right to raise the question. He need not be a Member of Congress, 
because the people themselves place limitations on the power of Con- 
gress, and the only power I know that they expressly gave the Con- 
gress was the power to impeach the President and the power to regu- 
Jate the conduct of its own Members and expel them by a two-thirds 
vote. The rest of it is any other power to investigate ‘and inquire is 
regulatory power, with respect to its agencies, and must be confined 
to specific language and to matters that are pertinent and relevant 
to the resolution authorized. 

Senator Futsrient. Maybe you did not understand my question. 
You raise no question about the power of the king to enter here. That 
is plain. It is just who enters for the king. You are making a dis- 
tinction between two committees. You do not like this committee 
to enter, but you have no objection to another committee entering. 
I woner if you are the right one to chose between these two agencies 
of the king, because you do not deny that somebody over here has a 
right. I would assume that under your theory you will not contest 
the jurisdiction of the Committee on Expenditures which has a broad 
authority to inquire into this, would you / 

Mr. Casry. No. 

Senator Fuisricur. The question before this committee is, as I 
see it, a very narrow one, whether we should pursue this matter. Its 
pursuit may well lead into further matters which should be followed 
up, and I must confess that if there is anything at all to this question 
of jurisdiction within the Senate, that as Senators we must have 
proper and due regard for one another’s committees and for one an- 
other’s functions as the Senate has designated them. This committee 
should pay attention to responsibility assignments which have been 
made. 

I am now raising only the question of whether you have a right to 
raise this question “th: at pertains to the jurisdiction among Senators 
or among committees. I am very doubtful about whether or not you 
have. I am conscious, however, of my duty as a Senator not to 
cause this committee to transgress too far upon the jurisdiction of 
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other committees; otherwise we break down the whole committee 
structure of the Senate, and I do not wish to do that. What is -_ 
bothering me on this thing is that if we pursue this case, within the uM 
pursuit of it we may run into questions of taxation and maybe other a 
questions involving ships. At some point, properly, we ought to stop. = 

Senator Bricker. We run out of authority. Pert 

Senator Futsrieur. I am not sure whether or not this is the proper a . 
place, not so much because of the argument, the legal argument made moe 
by Mr. Casey, but because of the restraint we ought to feel and the re- rs 
gard we ought feel for the committees of the Senate. That bothers “ae 
me because really I have grave doubts whether Mr. Casey has any 
legal standing to request this matter, but it is a question of good com- — 
mon sense in our own regard for the Senate structure. rut 

Senator Bricker. We must look at what a court eee would ~ 
say if there were an income-tax case, for instance, and Mr. Casey or 5 ae 
his corporation should avail itself of the technicality which has here ae 
been presented. 1 wanted to say something further about article IV. i 
Article LV, of course, throws a protecting cloak around the citizen and _ 

° ; : ° GO, 
his personal private rights, but that article was adopted largely be- oy 
cause of the invasion of those rights, not by the legislative branch of cae 
the Government but by the executive, royalty, the king, the superior wes 
power, the administrative or executive branch of the Government. * 

This section was largely to emphasize that we are lessening that “8 
power, but that power lodged somewhere, and therefore it was trans- T 
ferred to the legislative branch. 

The Congress of the United States has two bases upon which to con- OM 
duct an investigation of this kind. The first one is to see that there is fate 
no violation of law on the part either of citizens or a violation of duty oe 
on the part of public officials, and certainly this investigation has been T 
well grounded on both of those premises. | 

Finally, we have an almost unlimited power to conduct any kind of 
an investigation, to determine what legislation ought to be enacted 
as a part of the legislative program. If we do not have that power 
we are considerably curbed in knowing what is for the public good, 
and what ought to be enacted into law. We must ascertain the facts, 
all of the facts in relation to proposed legislation, anticipated legisla- 
tion, or legislation that ought to be introduced and considered by the 
Congress. 

I doubt very much if the protection of article TV was adopted with 
anything in mind that would curb the legislative branch of the Gov- 
ernment in securing the facts, ascertaining the truth, getting full 
knowledge with regard to all matters which are proper for the Con- 
gress to consider. I think there is a clear distinction there. You are 
resting it on the former premise that this is an executive authority 
that is transgressing the power of the individual rather than a con- 
gressional power or legislative power attempting to ascertain the 
truth in order to enact legislation and to determine whether or not the 
public officials have properly carried out the law enacted by the 
Congress. 

Is not that true historically ? 

Mr. Casry. I think substantially so. I do not think there is a dis- 
tinction between invasion of the rights of the citizens by the executive 
branch or the legislative branch. I think that the fourth amendment 
was adopted by virtue of protection of the citizen, by virtue of the 
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desire to have personal liberty free from legislative as well as executive. 

Senator Bricker. Interference / 

Mr. Casey. Yes. 

Senator Futsrient. Mr. Casey, I think perhaps the only way to 
proceed is to ask you a few questions and see what your response Is. 
Perh: aps some of these questions you would deem to be appropriate, 
based upon your former testimony, and perhaps at least the committee 
can get some information without offending your conception of what 
its jurisdiction is. 

Mr. Casry. Senator, might I say that I feel bound, in order to save 
time, and I do not want to seem like a stubborn witness, which I am not, 
but I would feel bound not to answer any questions in the affairs of 
the American Overseas Tanker. 

Senator Futpricut. Well, let me give you a few illustrations and 
you will answer them as they come and m: avbe some of them would not 
fall into that category. 

For example, you testified on March 12, 1951 that the Standard Oil 
Co. could have purchased the five vessels but did not do so. You said 
you supposed they did not want to tie up the capital. That is on page 
L558, 


Later you also said that you did not know of a single reason why 
the Standard Oil did not buy the vessels, “except that we had them, 
that is, American Overseas. That was on page 1564. 

I was going to ask you do you not think that needs clarification of 
your own testimony? Woul 1 you care to answer that question 

Mr. Casry. Senator, if I may, I would like to answer it generally 
rather than as the particular Standard Oil and American Overseas, 


and I think from a general discussion we might vet an answer to that. 

The only people who could use tankers were the oil companies. 
There almost 400 T-2 tankers left over after the last war which had 
been built by the Government. There a statutory price set by 
Congress on them. The prices differed, but only with respect to the 
statutory price, based upon the percent of the de ‘preciation—that is, 
the tanker built in 1941 would not bring as much as the tanker in 1945, 
for example—but the price was alike to everybody. 

Senator Fuisricnr. Was that a minimum price or was that a 
definite price ¢ 

Mr. Casey. It was a definite price. 

Senator Futsricutr. It was not a minimum ? 

Mr. Casry. No. The oil companies, many of the big ones, there 
was a new trend in their business as well as in other businesses. They 
owned about half of the tankers and chartered about half of their 
tankers. This is the way larger business is doing business today, just 
as chain stores, for example, formerly owned all of the chain stores, 
hundreds of them all over the country, that they decided it was better 
to get out of having all that money in fixed assets and putting it into 
the business of merchandising, so they sold them in many instances 
and leased them back. So the oil companies charter half their fleets. 
For one thing they can walk away from the tanker wae h they charter 
after the charter period is up and charter a new one, or take some off 
the building ways that they or somebody else have built and keep 
their fleet current. 

For another thing, if they buy a tanker they get but a 5 percent 
depreciation, which does not compare to a deduction of charter rates 
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which they may pay for leased tankers, and these deductions are, of 
course, deductible from income tax the same as a telephone bill. 

That same trend goes into almost every line of big business. Big 
tele sphone comps inies—I think International Telephone has sold their 
big building in New York—lI may not be certain about the name—and 
have leased it back. Even railroads are now engaged in selling their 
real estate, their depots, their stations, and individuals can buy them 
and the railroads will lease back the space. 

Senator Bricker. That is so they can expand the use of their 
property. 

Mr. Casey. So they can have the money to do what they are intend- 
ing to do for transportation, I suppose. 

Senator Bricker. But they can take more than the normal depreci- 
ation because all of their expenses come out of their income. 

Mr. Casey. I think that is correct, Senator. 

So these oil companies have balanced fleets. They maintain some of 
them, they own some of them, but they also lease, pretty much half of 
them are leased for these reasons and other reason which I admit are 
beyond my care. 

Senator FutsricnHt. Would you say there was a tax advantage to 
Standard Oil in chartering the vessels rather than owning them ? 

Mr. Casey. I do not think my opinion would be worth a great deal 
and I am sure the Standard Oil 

Senator Bricker. That is patent on the face of it, is it not? 

Mr. Casry. Yes; I think so. 

Senator Futsrientr. Your testimony on page 1560 is not clear on this 
point. I wonder if you would care to clarify it. Was the Greenwich 
Marine Co. owned by American Overseas Tanker Corp., or was it 
owned by the stockholders of American Overseas ? 

Mr. Casey. I think that is one of the questions I respectfully decline 
to answer. 

Senator Futsrient. You do not wish to answer that? 

Mr. Casey. That is right. 

Senator Fursricut. It is not clear. It could be interpreted one 
way or the other. 

Could you give us the name of the insurance company from which 
American Overseas borrowed the $10 million ? 

Mr. Casey. I think I must decline. 

Senator Futsricutr. Without the name, could you tell us which of 
the two companies—that is, the American Overseas or the Greenwich— 
borrowed the $10 million ? 

Mr. Casry. I think I must decline, Senator. 

Senator Bricker. You testified American Overseas did in the earlier 
hearing. I may be wrong about that. 

Senator perce I do not think it is quite clear. It says on 
page 1561, Mr. Casey seems to say that it was a joint loan, and on 
page 1567 he says vo did not recall clearly. It may be that the Green- 
wich Marine accumulated all the revenue from the charter and that 
the American Overseas overwrote all the debt. In other words, as we 
interpret the testimony it isnot clear exactly what the status of the 
loan was. 

What consideration was there for Greenwich Marine’s privilege of 
collecting rentals on the vessels owned by American Overseas! 

Mr. Casry. I think I must decline that. 
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Senator Futsricur. I wonder if you could answer this. Exactly 
what functions did the American Overseas perform / 

Mr. Casey. I must decline that, Senator. 

Senator Futsricur. I do not think this question involves your 
associates. I believe it is purely personal to you. Exactly what 
amount did you realize on your investment of $20,000 ¢ 

Mr. Casry. That I must decline, Senator. 

Senator Futsricutr. Why do you think that has any reference what- 
ever to your associates and the other people in the American Over- 
seas ¢ 

Mr. Casry. They believe it does, and I think it is a matter of Amer- 
ican Overseas, beyond the scope of the committee’s inquiry. 

Senator Futsricit. It strikes me that this is purely your own ex- 
perience. One thing that interested me is that you invested $20,000, 
which apparently was 20 percent of the total invested. Why did 
you not obtain 20 percent of the net profit ¢ 

Mr. Casey. That I must decline, Senator. 

Senator Futpricur. Here is the reason that it occurred to me, 
since there is a discrepancy in that amount that possibly gratuities 
were paid to you by other associates. Would you care to answer 
whether that is true or not, whether or not that is a proper specula- 
tion on the part of the committee / 

Mr. Casry. That I must decline to speculate on. 

Senator Futsricur. You will not say whether or not you were paid 
any gratuities out of that amount ? 

Mr. Casey. That is right. 

Senator Fursricntr. Would you tell the committee what American 
company purchased the ships from American Overseas / 

Mr. Casey. That I must decline, Senator. 

Senator Futsricut. Can you tell us whether or not the purchaser 
of the stock or the ships was an RFC borrower / 

Mr. Casey. No, no RFC borrower, not an RFC borrower. 

Senator Fursrient. The purchaser was not an RFC borrower. 
And you tell the committee that none of these companies, at any time, 
made any loans from the RFC? 

Mr. Casry. That is correct. 

Senator Futsricgntr. Now Mr. Casey, before we recess, I wonder if 
you would state for the record once more exactly the basis on which 
you have refused to answer the questions that have now been put to 
you. 

Mr. Casey. I feel that the fourth amendment to the Constitution 
limits the authority of the committee and the power of the committee 
to an investigation of RFC and its subsidiaries. That being my belief, 
and I think the Supreme Court decisions substantiate it, that T am in 
good company, and the fact that American Overseas Tanker Corp. had 
nothing to do with the RFC, the matter under investigation, was pri- 
vately financed and therefore under the fourth amendment to the Con- 
stitution an inquiry beyond the scope of the authority to inquire into 
RFC and subsidiaries would be a violation of their rights. 

Senator Bricker. You would not contend, honda that any com- 
mittee could not do that? 

Mr. Casry. No. 

Senator Bricker. Amendment IV is only a protection to the citizen 
igainst illegal or undue process, against arbitrary authority on the 





1700 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


part of the Government, against unreasonable search and seizure. 
You do not contend there is any such thing as unreasonable search 
and seizure here, do you 4 ; 

Mr. Casry. No, no. 

Senator Bricker. Then I do not know how you consider amend- 
ment LV applies at all. 

Mr. Casey. I think that the Congress has no general power of 
investigation, to bégin with. 

Senator Bricker. Would you deny that the Congress has power to 
investigate any matter which is the proper subject of legislation or 
of enacted law ¢ 

Mr. Casey. It has, but it must do it by specific resolution, and we 
must follow the specific resolution to find the limit of authority 
granted to the committee. 

Senator Bricker. It says nothing here about a resolution it says: 

The right of the people to be secure in their persons, houses, papers, and effects 
against unreasonable searches and seizures, shall not be violated, and no wat 
rants shall issue but upon probable cause, supported by oath or affirmation, and 
particularly describing the place to be searched, and the persons or things to 
be seized, 

That is the whole premise. 

That is a aectnalign ag uinst the power of the court for unreason 
able search and seizure and the power of the executive against what 
you me ee awhile ago, writs of assistance. 

Mr. Casry. Senator, I think, for example, in a search warrant, that 
when you object to a writ of assistance you do not object to the power 
of the Crown to have a search warrant, but you object to a general 
power granted in the search warrant, and that it must specify pre- 

cisely who and where and what it is after. It is not an objection to 
A general power, but it isan overste pping of the bounds of the spec fi 
powe r. 

Senator Bricker. You voluntarily came before this committee, in 
the first ee. You were asked to return today : you are not under 
subpena, as I understand it, but you voluntarily returned. I do not 
see any provision of this that has been violated in any way, shape, or 
form. We have examples here of other committees, Mr. Chairman, 
that have made investigations along similar lines, particularly Sen- 
ator Tobey’s committee and Senator Robertson’s committee on labor 
matters, and that was referred then to the Judiciary Committee to 
prepare legislation. 

One more question. You do not in any way contend that amend- 
ment V applies in this case, or do you? That is the amendment on 
behalf of the protection of the individual, where it says, “No person 
shall be held to answer for a capital or other infamous crime’”—— 

Mr. Casey. No. 

Senator Bricker. “* * * or property, without due process of 
law.” There is no court action here which would deprive you of 
anything ? 

Mr. Casry. No. 

Senator Bricker. Of course, the fourteenth amendment does not 
apply because that runs only to the States. 

Mr. Casry. That is right. 

Senator Bricker. You are resting entirely, then, upon the fourth 
amendment ¢ 
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Mr. Casey. That is —. 
Senator Futsrigutr. Mr. Casey, I wonder why you did not rely on 
the Reorganization Act. a you thought of that? It isa bill which 


you know concerns the jurisdiction of the various committees. Had 
you considered that 


Mr. Casey. No: I had not. 

Senator #uLpricut. I think it applies, but I still do not think that 
you as a private citizen would be the proper a to raise the ques- 
tion. It does not seem to me that you would, 
why re had not mentioned it. 

Mr. Casey, you did correct your testimony regarding the Treasury 
ruling . morning. I wondered if you would care at this time to 
make any other correction in any of your testimony taken on March 12 
Had any thought of any other points you would care to make ? 

Mr. Casey. No: I have not. 

ace Futpricut. I raise that point because this might be a 
proper time for you to do it. I think the question now is whether 
or not the committee will wish to refer this problem to another com- 
mittee. Since there are only two members here, and since I was 
informed before we met that there were two or three members out 
of town, I doubt that we can get a quorum today 
matter. I think we should recess 

Senator Bricker. I think, Mr. Chairman, before we 
ord ought to show definitely that this 


but I was just curious 


to consider the 


recess the rec- 
is a standing subcommittee 


- 


of a regularly constituted committee of the United States Senate, 
and that the resolution was only in regard to funds and the utiljzation 
of those funds which have been interpreted here as limiting tl 


the 
authority of this subeommittee. 


Senator Futsricur. I am not finally passing on the question at 
this time. ‘This is just a recess, and the matter that has been raised 
here I think should be considered by the full si 
we have a quorum. 

Senator Bricker. That is entirely right. 

Senator Fu.tpricut. I want to make it plain for the record that by 
action of the full Banking and Currency Committee, and the sub- 
committee one member of the subcommittee is authorized to take 
sworn testimony. There is no question of quorum, I think, in that 
respect. 

Senator Bricker. I doubt very much, Mr. Chairman, if the courts 
will protect this witness in refusing to testify here 


i 


ibeommitte e when 


in a properly 
brought case in the court when in involves nothing but the rules of 
the Senate and a technical question as to whether or not this 
proper committee under those rules. 

Senator Futsricur. I would like to insert, Mr. Reporter, at this 
point in the regard, an excerpt from the minutes of the committee 
regarding the taking of testimony which our counsel will submit 
to you. 


(The excerpt from the minutes referred to follows :) 


is a 


On February 28, 1950, the full committee adopted a resolution which 
provide for taking sworn testimony when only one member of the full com- 
mittee is present, and in order for each subcommittee to take sworn testi imony 
with only one member present, it would be necessary that each subcommittee 
adopt a resolution to that effect. 

On March 22, 1950, the Subcommittee on the Reconstruction Finance Corpo- 
ration considered subsection 3 (b) of standing rule XNXV of the Senate (S 


would 


. Res. 
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180, Sist Cong., 2d sess., agreed to February 1, 1950) authorizing each standing 
committee or subcommittee thereof to fix a quorum for the purpose of taking 
sworn testimony. A majority of the subcommittee being present, Senato: 
Fulbright moved that a quorum of the Subcommittee on the Reconstruction 
Finance Corporation, for the purpose of taking sworn testimony, henceforth 
would consist of one Senator of said subcommittee. The motion was seconded 
by Senator Frear and agreed to without objection. 

Senator Futsriecur. Mr. Casey, on March 12, I think subsequent t 
your testimony, the subcommittee learned that Mr. Joseph Rosen 
baum had had business transactions with the Central Iron & Stee! 
Co. in addition to being its counsel. I wonder, Mr. Casey, have you 
had any business transactions with the Central Iron & Steel Co., asid 
from being counsel ¢ 

Mr. Casey. No, none whatsoever. 

Senator Furspricut. None whatever ¢ 

Mr. Casry. None. 

Senator Futspricnur. Have you had any with the Barium Steel Co. / 

Mr. Casry. None. 


Senator Futsricutr. Have you had any with Mr. Sisto, J. A. Sisto, 


the president of the Barium Co. 4 

Mr. Casry. No: I have not. 

Senator Futsrienr. Have you ever had any with Mr. Eberstadt— 
Rudolph Eberstadt, who I believe is an official of the Barium Steel 
Corp. 

Mr. Casey. No. 


Senator Futsricnr. Mr. Casey, do you know anything about the 
application of the Central Phoenix Steel Corp. of Phoenixville, Pa., 


for a Government loan of $143,.346,300 ? 

Mr. Casi au No: I do not, l only know about the loan for the 
Phoenix plant up in Phoenixville, Pa., which was not anywhere near 
that amount. 

Senator Funtsrieur. This is Phoenixville, Pa. 

Mr. Casey. Yes, but this amount is something that staggers me. 

Senator FULBRIGHT. This application Was hiled ol December 26, 
1950. 

Mr. Casry. No: I know nothing about it. 

Senator Futsriewt. The applicant is a new subsidiary of the Bari 
um Steel Corp. The application is now pending in the NPA; that 
is the National Production Authority, is it not? 

Mr. Casey. National Production Authority; that is right. 

Senator Futsrient. Which is under the Commerce Department. 

Are you associated with the NPA ? 

Mr. Casey. No. 

Senator Fcitsricut. You were? 

Mr. Casry. No: I was in Economic Stabilization. 

_ Senator Futericur. You know nothing whatever of that applica 
tion ¢ 

Mr. Casey. Nothine whatever. 

Senator Futsricut. Do you know whether Mr. Rosenbaum is rep 
resenting them ? 

Mr. Casry. I don’t know. 

Senator Futsricur. You were with the ESA / 

Mr. Casry. Yes. 

Senator Fu.tpricnutr. You have recently resigned / 

Mr. Casry. That is right. 
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Senator Futpricnt. Are you returning to the practice of law? 

Mr. Casey. That is right. 

Senator Funerigur. Have you represented any clients who bor- 
rowed from the RF 

Mr. Casey. No. 

Senator Fu.tsricnt. While you were with the ESA, did you ever 
refer any applicant for a Government loan to Mr. Rosenbaum’s firm ‘ 

Mr. Casey. No. 

Senator Futsrienr. Any applicant for an amortization certificate ¢ 

Mr. Casry. No. 

Senator Futsrieutr. Did you ever suggest to any employees in ESA 
or the NPA that they should make such referral / 

Mr. Casry. No. 

Senator Futsricut. Mr. Casey, on March 12, 1951, vou told the 
subcommittee briefly about a small RFC loan application, the only 
one you had handled since Mr. Rowe took his place on the Board. 
You said that you discussed it with Mr. Anderson of the Small Loan 
Section of RFC. Is that Mr. Glen Anderson, who left the RFC to 
go to work with Goodwin, Rosenbaum, Meacham & Bailen? 

Mr. Casey. I do not think so. He was in charge—the Anderson I 
met, I met but once, and that was the time I met him because he was 
in charge of small loans, and this was a small loan. So it was the 
Anderson in charge of the Small Loan Section of the RFC. His first 
name I do not know. 

Senator Futsrigur. A Mr. Glen Anderson did leave the RFC to LO 
to work for Goodwin, Rosenbaum, Meacham & Bailen. It could be 
that same Mr. Glen Anderson ¢ 

Mr. Casey. It could be. 

Senator Funtsricnt. Mr. Casey, did you ever have anything to do 
with the RFC loan to Waltham Watch Co. of Waltham, Mass. / 

Mr. Casey. Yes. 

Senator Futsricur, What did you have to do with it / 

Mr. Casey. I represented Frederic C. Dumaine and his two sons 
who had formerly owned and conducted the business of the Waltham 
Watch, and very successfully conducted it. They made about a mil- 
lion dollars a year while they conducted it. They are also the owners 
of the New York, New Haven & Hartford Railroad. Mr. Dumaine 
asked me, and his two sons, to try and get the RFC to let him and his 
sons, principally for his sons who had both worked in the Waltham 
Watch previously, to take over the Waltham Watch, and we had many 
meetings. I think it was finally refused, if was split on the rock, that 
Mr. Dumaine would not put up any security. He contended that he 
could walk into a bank and get 5 or 6 million on his personal security, 
and that he had had this experience in running the business and he 
showed them a plan for running the business, and I think it involved 
all the important wholesale watch people in America being partners 
with him. But at any rate we were refused; we were turned down on 
that. That isthe only connection I had with Waltham Watch. 

Senator Futsricur. You did not apply to the RFC for a loan on 
behalf of Mr. Dumaine? 

Mr. Casry. No; it was not aloan. We would take it under the same 
circumstances that existed and go in and run the factory. 
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Senator Futsrient. Have you ever had anything to do with the 
underground garage that has been proposed under the common in 
Boston ? 

Mr. Casey. No. 

Senator Futsricnr. You never had anything to do with it? 

Mr. Casey. No. 

Senator Futsricut. If there are no further questions the committee 
will stand in recess, subject to the call of the chairman to discuss the 
matter of jurisdiction. 

(Whereupon, at 11:45 a. m., the committee recessed to reconvene 
at the call of the Chair. ) 

(The following was later received, and ordered inserted in the ree- 
ord, in connection with testimony beginning on p. 1437 :) 


STANDARD Orn Co. (New JERSEY), 
New York, N. Y., April 19, 1991. 
Senator J. WILLIAM FULBRIGHT, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR FULBRIGHT: Since March 12, 1951, newspaper accounts report- 
ing the hearings which your committee held in connection with an investiga- 
tion of the RFC have, on a number of occasions, mentioned Standard Oil Co 
(New Jersey) in connection with the purchase of five oil tankers by the Amer 
can Overseas Tanker Corp. from the United States Maritime Commission. These 
tankers were later chartered by an affiliated company of Standard Oil Co. (New 
Jersey) from the Greenwich Marine Corp. which, we understand, was an affiliate 
of the American Overseas Tanker Corp. Apparently questions have arisen in 
the minds of some people about this charter arrangement and in view of the in 
terest which your committee evinced in these transactions, I believe you would 
like to be familiar with the circumstances. 

From the time that the Maritime Commission’s ocean tankers were made 
available for sale to private industry until they were all disposed of, Standard 
Oil Co. (New Jersey) and its affiliates bought 37 of those tankers for American 
registry, and 28 for foreign registry. During the same time the company and its 
affiliates also chartered 28 American and 71 foreign-flag vessels from various 
sources for periods of 2 years or more. Our companies were reluctant to buy 
an excessive number of vessels of the same age and type, since, among other 
reasons, this would mean abnormally heavy capital investments in a short yx 
riod for the replacement of these ships at the end of their useful life. 

Five of the above 99 ship charters were with the Greenwich Marine Corp 
At the time these charters were closed, our need for ships was imperative and 
was widely known in the tanker market. This need was especially great in view 
of the anticipated shortage of heating oil on the east coast. Many other similar 
charters were made at the same rate during the winter of 1947-48, and under the 
highly competitive conditions that existed then, the terms of all these charters 
were as favorable to us as could be negotiated. 

A story in the New York Times for April 1, 1951, in addition to mentioning 
these charters, also reported that the question had been raised as to why Stand 
ard Oil Co. (New Jersey) submitted an application to buy 10 tankers directly 
from the Maritime Commission 4 days after the Commission had announced that 
no more tankers would be sold. 

During the last quarter of 1947 we understood that pending purchase appli 
cations exceeded the Government’s available supply of tankers. We also under 
stood that the Maritime Commission was carefully screening all applicants and 
that there was a probability that many applications would be voluntarily with 
drawn because of inability to finance the purchase. 

In December 1947 the Maritime Commission announced that it had com 
pleted authorization of sale of all remaining tankers. However, as our grow 
ing need for tankers made additional ships urgently necessary, we decided to 
enter an application to purchase 10 ocean tankers of the T—2 type, with the hope 
that expected cancellations might permit our obtaining some additional vessels 
This application was never favorably acted upon. 

I hope that this letter will give you adequate information concerning the char- 
tering of five tankers by a Jersey affiliate from the Greenwich Marine Corp. ‘The 
attached memorandum is a summary of ocean-tanker purchase and charter 
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practices by Jersey and its subsidiaries during the period 1942-48. If you desire 
further information, I will be glad to furnish it. It would be appreciated if 
you would include this letter and the attachment with the records of that part 
of your committee’s investigations dealing with the purchase of tankers from 
the Maritime Commission. 
Very truly yours, 
M. G. GAMBLE. 


MEMORANDUM ON OCEAN TANKER PURCHASES AND CHARTERS BY STANDARD Or Co. 
(New JERSEY) AND SUBSIDIARY COMPANIES 1942-48 


Affiliates of Standard Oil Co. (New Jersey) are engaged in various phases of 
the oil business in most countries of the world. Essential to link together their 
world-wide operations of producing and refining crude oil, and distributing and 
marketing refined petroleum products, are transportation facilities, of which 
ocean-going tankers are the most important. 

The operations of affiliates of Standard Oil Co. (New Jersey) in foreign coun- 
tries require a considerable number of ocean tankers. In some cases these af- 
filiates are required to use tankers under the flag of the country in which they 
operate. In other cases, the national interest of both managements and minority 
stockholders of many of the foreign affiliates has an influence on registry of ships 
used in their trade. Sometimes currency restrictions necessitate the use of 
foreign-flag tankers whose costs can be paid in nondollar currencies. Economic 
considerations are also a fundamental influence favoring the use of foreign- 
flag tankers by Jersey’s foreign affiliates, as the operating costs of American- 
flag tankers are substantially higher. 

On the other hand, the Shipping Act of 1920 provides that foreign-flag vessels 
may not carry cargo in the coastwise United States trade, so our domestic 
affiliated companies require a large number of United States flag tankers for their 
domestic coastwise ocean transportation. It is thus apparent that Jersey’s 
affiliated companies need tankers registered under many different flags to carry 
on their business. 

At the end of 1950, subsidiaries of the Jersey company owned a total of 117 
ocean-going tankers of 2,013,000 dead-weight tons. Fifty-two of these ships were 
registered under the United States flag, seven under the Canadian flag, 25 under 
the British flag, 17 under the Panamanian flag, and 16 others under the flags 
of various North Atlantic Pact nations of continental Europe, in Italy, or in 
Germany, by affiliates operating in those areas. In addition to these owned 
tankers, Jersey affiliates had 81 ships under long-term charters at the end of 
1950. It has long been an established practice to supplement the owned fleet 
by a large number of chartered vessels (both short- and long-term charters) to 
secure the necessary flexibility in meeting the changing demands for petroleum 
products and ocean transportation. 

In the shipping industry long-term period charters fall into three general types, 
consecutive voyage charters, time charters, and bareboat charters. 

Under the terms of a consecutive voyage charter the owner husbands—which 
includes manning, provisioning, and maintaining—and operates the vessel. The 
owner performs voyages as directed by the charterer. The charterer pays freight 
at a specified rate per barrel or ton carried on each particular voyage. 

In time charters the owner also husbands and operates the vessel, and per- 
forms voyages as directed by the charterer. However, the charterer pays hire 
at an agreed amount per month, plus cost of fuel, port charges, and canal tolls. 

In the case of a bareboat charter, the charterer pays the owner an agreed 
monthly hire and also husbands and operates the vessel himself. 

In April 1942, soon after the United States had entered the war, the War 
Shipping Administration requisitioned, for use or title, all privately owned 
American-flag tankers. Those belonging to the Jersey company were requisi- 
tioned for use and time chartered by the WSA. At the same time all the foreign- 
flag vessels of the Panama Transport Co., a Jersey affiliate, were offered to the 
War Shipping Administration under the same terms. Other tankers of Jersey 
affiliates, under the flags of other Allied nations, also operated in the Allied 
cause. 

During the war tanker losses were heavy and the demand for tanker trans 
portation increased enormously. Little, if any, private tanker construction was 
possible and the United States Government inaugurated a large tanker building 
program to replace these losses and meet increased transportation needs. Be- 
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tween 1942 and 1945, when the program stopped, about 550 ocean tankers of 
commercial type were built for the United States Government. Some of these 
ships were owned and operated by the Government through general agents. 
Others were sold to private companies, but were immediately requisitioned by 
the Government. 

At the end of the war what remained of the privately owned tanker fleets were 
returned to their owners, and in the ensuing 24% years the Government gradually 
went out of the tanker business except for meas operations. 

With private fleets far below necessary numbers because of war losses, private 
tanker operators were hard pressed during the last quarter of 1947 to meet the 
demands for transportation. New ships could not be built in time to carry oil 
that was needed immediately However, the Government, through the Maritime 
Commission, was continuing to offer its surplus tankers for sale to private 
operators under the terms of the Ship Disposal Act of 1946. 

Standard Oil Co. (New Jersey) and its subsidiaries bought a total of 65 tankers 
from the Maritime Commission. The purchases were made and vessels delivered 
as follows: Fifteen ships during the years 1942 through 1945, 16 in 1946, 31 in 
1947, and 3 in 1948. 

Even with these purchases, however, the total owned fleet of Jersey and its 
subsidiaries was not adequate to meet the greatly increased postwar demands 
for petroleum, and they therefore chartered additional ships. Twelve tankers 
were chartered in 1946, 72 in 1947, and 15 in 1948—a total of 99 ships. All the 
charters were for periods of 2 years or more. 

The year 1947 was an anxious one for oil companies. World oil consumption 
increased 13 percent over 1946. In the United States, consumption in 1947 was 
even higher (by 12 percent) than in 1945, the highest war year. 

The winter of 1947-48 was exceptionally severe, especially in the northeastern 
section of the United States, and demand for heating oil seriously strained oil- 
transportation facilities. Fuel oil was rationed in many areas, the Federal 
Government moved for an allocation program, and some States set up special 
organizations to meet the heating-oil emergency. The Department of Commerce 
cut export quotas, and Navy tankers were pressed into service to haul heating 
oil to winter-gripped cities. A United States Senator introduced a bill to cut 
off all oil shipments overseas except those going to the armed services. 

Although oil companies had not been able to anticipate the extremely severe 
winter of 1947-48 and the resulting abnormal demand for heating oil, they had 
foreseen that there would be a large increase in the demand for oil products 
during 1947, and had made every effort to acquire the tankers they thought they 
would need. It was in that year, as has been listed above, that Jersey interests 
bought 31 tankers from the Maritime Commission and chartered an additional 
72 from their owners, some of whom had purchased surplus tankers from the 
Maritime Commission. 

The urgency of the need for tankers at this time can hardly be overstated. 
Consumers’ demands for oil reached unprecedented levels, and the fleets of the 
company and its affiliates were entirely inadequate to move the required sup- 
plies. To make up the deficiency by new construction was impossible because 
of the time it takes to build and fit ships. To have purchased all the needed 
ships from the Maritime Commission was undesirable. The purchase in a 
Short period of so large a number of ships of the same type and age would 
have meant that a large part of the fleet would wear out at about the same 
time, requiring a major capital outlay over a brief period some time in the 
future. 

For these reasons the company and its affiliates vigorously stepped up their 
efforts to charter ships. Single-voyage charters were obtainable on the market 
only at prohibitive rates. The only other tankers available were those owned 
by the Maritime Commission. Individuals and companies were applying to the 
Commission to purchase these ships, many with the idea of chartering them out 
on long-term charters. Our affiliates’ desire to charter ships was well known 
and our transportation executives were presented with many charter proposals 
by people who had bought or intended to buy ships from the Maritime Commis- 
sion. Some of these people had a Maritime Commission approval of an appli- 
cation to buy tankers but needed financing. It was their hope that if they 
could make a long-term charter agreement with an oil company, they would be 
able to obtain capital for actual purchase of the ships. This, of course, is a 
common procedure in shipping and in other businesses. If a potential supplier 
is in a position where it appears likely he will be able to provide wanted goods 
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or services, he generally can—on the basis of a commitment from a reputable 
prospective customer to give him business—obtain needed capital from a bank, 
insurance company, or other lending agency. 

The great majority of the long-term charters made by the company and its 
affiliates during 1947 were 5-year or 10-year bareboat charters, since owners 
were unwilling to charter for shorter periods on any reasonable terms. In each 
ase the terms arrived at with the owner were the best which could be nego- 
tiated during this period of high demand for tanker charters. We were aware 
that many of these long term charters were used by the buyer as the basis for 
financing the purchase from the Maritime Commission of the ships the com- 
pany was chartering. As previously stated, this is a practice of long standing 
in the shipping business, and the company or its affiliates had no interest in 
the financing other than to assure itself that the owner secured a proper title 
to the ships he purchased. 

After the winter of 1947-48 tankers became more readily available. Charters 
were easier. New ships, many of them much larger and faster than the T-2’s, 
began to come out of the world’s shipyards and go into active service. The 
immediate great postwar need for tankers was over and future requirements 
of the oil companies were to be met largely by building faster and more modern 
tankers, 
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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


THURSDAY, MAY 10, 1951 


Unirep Srates SENATE, 
SUBCOMMITTEE ON THE RECONSTRUCTION 
FINANCE CORPORATION OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 457, 
Senate Office Building, Senator J. William Fulbright (chairman of 
the subcommittee) presiding. 

Present: Senators Fulbright, Maybank, Frear, Douglas, and 
Bricker. 

Also present: Senators Sparkman, Benton, Moody, Tobey, Schoep- 
pel, Dirksen, Bennett, and Welker. 

Theodore Herz, staff director; John T. M. Reddan, special legislative 
counsel ; James H. Foley, committee investigator. 

Senator Futsricutr. The committee will come to order. 

Mr. Dawson, if these photographers bother you—well, they will not 
stay very long, but we do not want them to interfere or interrupt the 
testimony of the witness. 

This is a meeting of the RFC Subcommittee of the Senate and Bank- 
ing Currency Committee to hear Mr. Donald 8S. Dawson. 

Mr. Dawson, we are very glad to have you with us this morning. 
We are anxious to complete our study of the RFC, and I am sure your 
testimony will be of great assistance to the committee. 

Will you be sworn, please, Mr. Dawson ¢ 

Do you solemnly swear to tell the truth, the whole truth and nothing 
but the truth, so help you God ¢ 

Mr. Dawson. I do. 


TESTIMONY OF DONALD S. DAWSON, ADMINISTRATIVE ASSISTANT 
TO THE PRESIDENT OF THE UNITED STATES 


Senator Futsricutr. I understand, Mr. Dawson, that you have a 
prepared statement for the committee. 

Mr. Dawson. Yes, sir. 

Senator Futsricut. Before you read that, and for the purpose of 
the record, in order to connect this hearing with the report which was 
issued by the committee on February 5, I would like to read a few 
paragraphs which will give the background for your statement and 
the testimony that will follow. Iam reading from pages 7 and 8 of 
Report No. 76. 
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Donald Dawson, personnel adviser to the President of the United States, and | 
formerly personnel officer of the RFC, apparently exercised considerable influence th: 
over certain of the Directors of the RFC. 


He has had other points of contact in the Corporation as well. Dawson's FO 
wife, Mrs. Alva Dawson, is the chief custodian of the files of the RFC. Donald lik 
Smith, who succeeded Dawson as RFC personnel director, is his close personal se] 
friend. 

Investigation by the subcommittee indicates that close personal relationships ! 
exist between Dawson, Merl Young, Rex Jacobs, James Windham, and RFC Di- by 
rectors Dunham and Willett. These friends, with others, constitute a group Col 
who appear to have exercised influence over the RFC. me 

Former Chairman Hise and Director Dunham of the RFC have stated that ot 
Dawson tried to dominate the RFC. Hise said that he resisted domination 
by Dawson, but Dunham acknowledged that he did not. Hise, Dunham, and 
former Director Gunderson, all three, have asserted that Willett does what Daw res 
son requires of him as an RFC Director. Dawson and Willett occupied adjoining tac 
space as examiners in the Closed Bank Division of RFC some years ago. 

Now, Mr. Dawson, you may proceed. Do you prefer to read your las 
statement ¢ of 

Mr. Dawson. Yes, Senator. I would like to say to the committee wi 
that this is the first time I have ever appeared before a congressional th 
committee. It is the first time that I have ever sat in a congressional] re, 
investigating committee. I hope that I do not violate any of your sti 
rules. I have come here to tell you my story the best I can, and I will or 
do my utmost to cooperate with you at all times. 

The statement that I have prepared is as follows: ni 

Gentlemen, I am here for the purpose of testifying concerning my of 
relations with the RFC. I am truly glad to do so. I will cooperate lig 
with your subcommittee in every way so that the facts concerning my 
relationship to that agency may be clearly and accurately established. on 

A number of references to me were contained in a report issued by 
vour subcommittee in February; and, since that time, my name has aic 
been mentioned several times in testimony before your subcommittee. 
I believe that these references to me have created an erroneous impres- Pil: 
sion in the minds of many people concerning my relationship with the | 
RFC. I want to do everything that lies within my power to set the ab 
record straight. in 

At the outset, I should like to say that, according to my understand co! 
ing, the subcommittee’s report does not actually ¢ har ge me with exercis- tif 
ing or attempting to exercise any improper influence with respect to ou 
any RFC transaction. Any such charge if made would be absolutely mi: 
untrue. Moreover, I have had no connection whatsoever with the Si 
granting or other disposition of any of the loans or other transactions ge 
treated in the report or hearings. do 

Prior to my present position I worked for the RFC for some years ne 
and naturally made a number of friends in that agency. It is true, of col 
course, that I am well acquainted with the Directors of the RFC, as an 
I am with many other officials of Government agencies. It is also true bu 
that I have at no time ever attempted to dominate or influence any tir 
of them. ve 

The duties of my position are broad and varied. In my day-to-day 
work, I necessarily have frequent communications with the executive th 
agencies as well as with Members of the Congress and the public. Fre ev 
quently, I am requested to ascertain the status of a matter pending in he 
some executive agency, or to advise an agency of facts which are an 
brought to my attention. These are matters of general and routine M 


administration. 
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On occasion I have referred persons or inquiries regarding loans to 
the RFC. I have merely presented the matter and have not urged or 
requested action one way or the other. In this connection, I should 
like to quote from the statement of Senator Douglas, speaking of him- 
self, on page 716 of these hearings: 

Beginning in the early spring of 1949, my letters to the RFC, as I shall show 
by submitting them, merely covered a request that the RFC give due and proper 
consideration; in other words, I raised the matter with the RFC, but having 


mentioned the issue to them did not urge that they take action one way or the 
other. 


* * * * 7” > * 

I will say that at no time have I ever asked the RFC to bypass any of the 
regular procedures; at no time have I tried to put threats or promises, either 
tacit or stated, that they should give these loans. 

I should like to state that I consider the attitude of Senator Doug- 
las, as expressed in this quotation, to be entirely proper. As a matter 
of fact, 1 do not see how a Senator or other official could do his job 
without making such referrals. I can state, as Senator Douglas did, 
that I have never at any time requested the RFC to bypass any of its 
regular procedures nor have I by threats or promises, either tacit or 
stated, put pressure on it to take any action with respect to any loan 
or any other transaction. 

With the committee’s permission, I should like to comment, state 
ment by statement, on each reference to me in your report in the light 
of the subsequent record developed by your subcommittee and in the 
light of my knowledge of the facts. 

The first reference to me in the report of your subcommittee appears 
on page 7. It reads as follows: 

Jacobs also has cultivated the friendship of Donald Dawson, the President's 
aide. 

Jacobs has entertained Merl Young and Rosenbaum at his estate in Homestead, 
Fla. Dawson too has been his guest. 

The statement makes no charge against me, yet it creates an unfavor- 
able impression of me by associating me with other persons criticized 
in the report. It is further misleading because only Ler ited facts 
concerning the relationships are shown. For example, Jacobs is iden- 
tified in the report as an RFC borrower, but the report does not bring 
out the fact that I never met him until about 2 years after his loan was 
made (hearings, p. 980), and that the loan has been repaid in full. 
Similarly, any implication that Young, Rosenbaum, and I were to- 
gether at Jacobs’ Florida home would be untrue. The fact is that I 
do not know Joseph Rosenbaum. I have never seen him and have 
never talked with him on the telephone. The testimony before this 
committee confirms that fact (p. 740). The testimony further shows. 
and it is a fact, that I have never had any interest in any of Mr. Jacobs’ 
business ventures (pp. 979, 980, 994, 1042). Mr. Jacobs did at one 
time offer me an opportunity to purchase a share in an oil-drilling 
venture in which he was interested, but I declined the offer. 

I first met Mr. Jacobs at a social gathering about 2 years ago. At 
that time, I did not know his company had an RFC loan nor was it 
ever discussed with me. I had no connection with any other business 
he had with the RFC. I found Mr. Jacobs and his wife pleasant 
and saw them socially from time to time. He and his wife invited 
Mrs Dawson and me to visit their home on three occasions, and we 
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did so. I would like to add that at no time while I was at his home 
did I discuss with him, or with anyone, any plans for changing the 
management of the Lustron Corp. 

The next reference to me in the report is as follows on page 7: 

Donald Dawson, personnel adviser to the President of the United States, and 
formerly personnel officer of the RFC, apparently exercised considerable influence 
over certain of the Directors of the RFC. 

This is probably the most serious statement in the report insofar 
as it relates to me. The report contains no evidence in support of this 
statement. However, it has led to a widespread belief that I was 
instrumental in the granting of loans by the RFC. The fact is that 
I have never asked or urged the RFC or any Director of the RFC to 
grant or reject any loan. The record of the subcommittee bears this 
out. Far from being apparent as stated in the report, there is no 
evidence in the record to substantiate the statement that I exercised 
considerable influence over certain Directors of the RFC. On the 
contrary, the record shows: 

Director Willett denied that I ever influenced him (pp. 655-656). 

Director Dunham denied that I ever did or tried to influence him, 
at one point stating of me, he said: “His general attitude was that he 
had no interest in specific loans” (p. 1873). Dunham further testi- 
fied, “I have no recollection of ever discussing a loan with Mr. Daw- 
son” (pp. 1877-1378). Dunham also stated that he began to doubt 
the motives of some of his associates, but testified, “No, sir; I have 
no doubt about Mr. Dawson” (pp. 1337-1338). 

Director Rowe stated under oath: “Donald Dawson has never 
called me about a loan” (p. 1607). 

1. Director Cosgriff testified (p. 1654) : 

No one at the White House, neither the President or any of his assistants or 
secretaries, has ever telephoned me or Communicated with me in any way seeking 
to influence my decision regarding any RFC matter nor has any Director at any 
time intimated to me that the White House was interested in the outcome of any 
matter pending before RFC, 

The only other Director, Chairman Harber, was not questioned 
ee hs committee on this point. 

No witness offered evidence of pressure upon the RFC Directors 
by me. 

The report did not cite a single loan where I was alleged to have 
influenced a Board decision. 

The next reference to me in the report is as follows (p. 8 of the 
report ae 

He has had other points of contact in the Corporation as well. Dawson's wife, 
Mrs. Alva Dawson, is the chief custodian of the files of the RFC. Donald Smith, 
who succeeded Dawson as RFC personnel director, is his close personal friend. 

This statement is so phrased, and so employed in context that it 
creates the impression that something is wrong with having these con- 
tacts, even though no wrong is alleged. This impression is created 
because all of the facts are not stated in the report. The facts are that 
Mrs. Dawson has been employed at the RFC since 1932. She now holds 
the same position that she held prior to our marriage in 1944. Her 
position has nothing to do with approval or nonapproval of loan 
applications. She does not have custody of loan files until after the 
loans has been acted on and either granted or rejected. While the 
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report by implication attaches some sinister significance to her employ- 
ment, there is no evidence connecting Mrs. Dawson with any loan or 
any other transaction criticized by the committee and she is accused 
of no impropriety. 

As to Donald Smith, he, too, has nothing to do with loan policy. 
The report erroneously states that Smith succeeded me as Director of 
Personnel. The fact is, as the testimony shows, that he did not succeed 
me. 

Page 8 of the report contains the following statement : 

Investigation by the subcommittee indicates that close personal relationships 
exist between Dawson, Merl Young, Rex Jacobs, James Windham, and RFC 
Directors Dunham and Willett. These friends, with others, constitute a group 
who appear to have exercised influence over the RFC 

[ apparently am included in this group because of my social ac- 
quaintance with the persons named even though there is no showing 
that I was involved in any of the transactions of these persons criti- 
cized by the subcommittee. Further, the report states that these 
friends constitute a group who “appear” to have exercised influence 
over the RFC. The fact is that none of these persons has ever 
received anything from the RFC that I had anything to ae with. 
Furthermore, I have not. exercised influence over the RFC as an indi- 
vidual or as a member of any group. 

I have already summarized my relationship with Mr. Jacobs. 

My relations with the other persons named as members of this 
group were as follows: 

I became acquainted with Mr. Young in 1946. I have had no 
interest in any of his business ventures and have had no part what- 
soever in his obt: aining any job in or out of the Government at any 
time. I have never interceded with the RFC on behalf of Mr. Young. 
I have never supported any candidate for any RFC post at the 
suggestion or instance of Mr. Young. 

I knew Mr. Windham when we were both employed at the RFC. 
Since his resignation from the Government about 1947, I have had 
only occasional social contact with him and he has not taken up any 
RFC loans or related matters with me. 

I have known Mr. Willett since 1933 when we were fellow em- 
ployees at RFC, and we have been friends ever since. I have known 
Mr. Dunham since 1948 when I interviewed him prior to his nomina- 
tion, and I have always been genuinely fond of him. However, I 
have never attempted to exercise influence over either of them with 
respect to any RFC loan. 

The record developed in recent testimony confirms my firm assertion 
that I had no influence over or with the persons named. I did not 
intercede with the RFC on behalf of Mr. Young or Mr. Jacobs (pp. 
979, 980, 1042, 1051, and 1053). Mr. Willett and Mr. Dunham 
denied under oath any influence or attempted influence by me (pp. 
655 and 1304 ff.). No other witness testified to any instance of 
intervention by me for the purpose of influencing any loan. 

The report states on page 8: 

Former Chairman Hise and Director Dunham of the RFC have stated that 


Dawson tried to dominate the RFC. Hise said that he resisted domination 
by Dawson, but Dunham acknowledged that he did not. 


Mr. Hise has not testified in open session on this point, but I simply 
cannot believe that he would make such a statement in view of the 
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actual facts. There is no evidence in the report or the public testi- 
mony to corroborate this charge. No acts or alleged acts of mine which 
serve as the basis of this charge are shown. Mr. Dunham when under 
oath denied that I had ever attempted to influence him. The fact is 
that I have never attempted to dominate Mr. Hise, Mr. Dunham, or 
any other Director of the RFC. 

The report states further on page 8: 

Hise, Dunham, and former Director Gunderson, all three, have asserted that 
Willett does what Dawson requires of him as an RFC Director. Dawson and 
Willett occupied adjoining space as examiners in the Closed Bank Division of 
RFC some years ago. 

Mr. Willett denied this allegation, adding “even if it were true, I do 
not know how these three men could possibly know whether this state- 
ment was true or not” (p. 655). Iam ina position to testify of my 
own knowledge regarding this assertion and I, too, deny it. There has 
been no testimony to confirm it. Further, the report nowhere states 
just what it was that I was alleged to have required of Willett as an 
RFC director, nor does the testimony show that I required anything. 
The fact is that I did not require anything. 

The report also states on page 8: 

The subcommittee has been advised by both Dunham and Gunderson that they 
regarded Rowe as Willett’s candidate for the position, and that they understood 
he was acceptable to Dawson for that reason. 

I did not and do not understand that Mr. Rowe was Mr. Willett’s 
candidate for the position of Director of RFC. I had no particular 
interest in Mr. Rowe’s appointment nor was it handled in any other 
way than the normal routing followed in all appointments. 

Neither Mr. Dunham nor Mr. Gunderson, when under oath in public 
hearing, corroborated this statement. Mr. Willett testified that, 
although he was friendly with Mr. Rowe, Rowe was recommended by 
someone else and that in fact Rowe had been a candidate for some 
time, having been considered for a previous appointment to the Board, 
which he did not receive (p. 658). Mr. Rowe corroborated this, stat- 
ing that he had been a candidate for the Board in 1946 (p. 1618). This 
was prior to my transfer to the White House. 

The remaining allegations in the report relate to my rel: ationship to 
John B. Skiles, of Dallas, Tex., as set forth on pages 10 and 13. 

On page 10: 

It is interesting to observe that one of the intermediaries between Young and 
Bohannon was John B. Skiles, of the Dallas RFC Loan Agency. Skiles is men- 
tioned later in this presentation as the man whose activities have seriously dis- 
rupted the organization of the Dallas office. According to affidavits from the 
tiles of the manager of the loan agency, he claims influence with Donald Dawson, 
Merl Young, and William E. Willett. 

I had nothing to do with any activities of Mr. Skiles in connection 
with Mr. Young and Mr. Bohannon, and I had no knowledge of such 
activities. Moreover, the fact that Mr. Skiles may have claimed influ- 
ence with me, and that various persons in the Dallas RFC office may 
have believed those claims, is no proof of the fact that he did in fact 
have influence with me. And the fact is that he did not. 

On page 15 the report states: 

The Dallas Loan Agency of RFC has been in a state of considerable disruption 
for 2 years because of the activities of one of its minor officials who seems to be 
on intimate terms with Dawson and Young and who openly claims to have Wash- 
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ington influence at his disposal. This man is John B. Skiles, who heads the 
Division of Personnel and Administration in the Dallas Loan Agency. 
. © * ~ . * * 


In desperation, Glidden once went so far as to appeal directly to Donald 
Dawson, who is the President’s aide on personnel matters. It was Dawson who 
had first sponsored Skiles’ employment with RFC in Dallas, a fact to which 
Glidden referred in his letter. Dawson did not respond to Glidden’s appeal. It 
appears from other correspondence that he denied any knowledge of the situation 
in Dallas. Some of the confidential memoranda which Glidden supplied to the 
subcommittee give reason to believe that Dawson may have encouraged Skiles’ 
defiant attitude. 

There are two principal inferences which might be drawn from 
the above statements. One is that I was highly influential in ausing 
the RFC Dallas office to hire Mr. Skiles. The facts are these: Mr. 
Skiles applied for a job with the Dallas RFC office upon his separation 
from military service, where he had served with me. He gave my 
name as a reference and I told the RFC what I knew about him. At 
that time I had not as yet returned to the RFC from military service. 
The recommendation was given more than a year before my transfer 
to the White House staff. I did not suggest Mr. Skiles in the first in- 
stance and he made the application for the position without my 
knowledge. 

The second inference which might be drawn was that I encouraged 
Mr. Skiles’ defiant attitude in a dispute in which he was involved with 
the branch manager at Dallas. When Mr. Skiles appeared before 
the subcommittee, however, he acknowledged that his statements to 
that effect had been “white lies” (p. 859). 

Although my relationship with Mr. Skiles has always been cordial, 
it has by no means been close or intimate. 

In this connection, the impartial testimony of Paul J. Cotter, the 


RFC chief investigator, is of especial interest : 


Skiles claimed to be a friend of Donald Dawson and I was going to call Dawson 
or have Mr. Willett or Mr. Dougherty, our general counsel, call Dawson and 
tell him that this fellow was down there throwing his weight around and em- 
barrassing and demoralizing the agency. Mr. Hise elected to call Donald Dawson 
himself, and told him that Mr. Glidden had written in that we were going to have 
to make an official investigation and if he was a friend of his he thought he 
would let him know. I did not hear the conversation but I was in the office; I 
gathered that Donald Dawson said that he did know him, but that he did not 
mean anything in particular to him, and to conduct the investigation and let the 
chips fall where they would. So I sent two men down there to conduct an investi- 
gation of Mr. Skiles. They confirmed what had already been gathered, only 
they contacted everybody that Mr. Glidden wanted contacted and everybody Mr. 
Skiles wanted contacted, and they submitted a report which I submitted to all 
members of the Board and to the Chief of Personnel in Washington. 


Another matter mentioned in the hearings is that I stayed at the 
Saxony Hotel, at Miami Beach, on three occasions and that the 
hotel placed me on its complimentary list. This has proved to be 
a source of considerable publicity. I can only hope that equal pub- 
licity will be given to the fact that I had nothing whatever to do 
with the RFC loan to the Saxony Hotel. I have never asked the RFC 
to take any action on any matter relating to the Saxony Hotel. Asa 
matter of fact, until the newspaper publicity incident to your in- 
vestigation of the Saxony loan in March or April of this year, I can- 
not recall ever having heard that the Saxony had any on or any 
other Government business. 
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I understand that it is a common practice of hotels in Miami to 
extend the kind of courtesies that were extended to me. In fact, I 
understand that the owner of this same hotel testified before your 
subcommittee that the hotel has extended such courtesies to many 
people, both in private and Government life, including Members 
of the Senate. 

As to other persons mentioned in the report or hearings whose 
names either have been or might be associated with mine, I desire 
to state: 

I met Mr. Joseph Casey only once and that was socially and casually. 
I have never had any dealings with him and have never recommended 
him for any position. 

I have seen Mr. Ed Hunt, of Detroit, only once. This was in 
Washington when he was introduced to me by Mr. Dunham as an 
expert in the production field so that I might know of him. I have 
never participated in any plans or dealings with Mr. Hunt. 

In connection with the persons on whom I have commented and 
any others mentioned in the report or hearings, I should like to make 
it plain that neither my wife nor I have had business or financial 
arrangements with any of them. Our income consists of our salaries, 
interest on savings accounts and Government bonds, rentals from two 
houses which I purchased prior to 1945, and dividends on stock in a 
cooperative building which my wife owned prior to our marriage. 

Mr. Chairman, I have tried to clear up the questions that have 
been raised about my relationships with the RFC. I hope that I have 
done so satisfactorily. To the best of my knowledge, I have done 
nothing in connection with the RFC that is improper in any way. 

I will be glad to answer any further questions to the best of my 
ability. 

Senator Futsrienr. Thank you, Mr. Dawson. 

I would like to point this out: We received copies of your state- 
ment immediately prior to this meeting, and the staff has had no 
opportunity to examine it, which we usually have in this type of 
hearing. We may have to refer more specifically to it later on after 
we have had an opportunity to study your statement. 

Mr. Dawson, what positions had you held prior to going with 
the RFC? 

Mr. Dawson. I went with the RFC in 1933 in April. Prior to that 
time I had worked in New York City with an investment banking 
firm. I graduated from the University of Missouri in 1930; I held 
various jobs during the summer. 

Senator Futsricur. How did you happen to go with the RFC? 
What were the circumstances of your going with the RFC? 

Mr. Dawson. I came to Washington in 1933 seeking a position with 
the Government. I applied to the RFC as any ordinary employee- 
applicant would. My application was accepted. 

Senator Futsricut. What investment company were you with 
before you came to RFC? 

Mr. Dawson. I was with the Petroleum Management Corp. 

Senator Futsriaut. When did you become Director of Personnel 
at the RFC? 

Mr. Dawson. July of 1941. 

Senator Futsricut. Had you had any previous experience in per- 
sonnel work prior to that time? 
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Mr. Dawson. The fact is, Senator, that I had been shifted to Mr. 
Jones’ office, who was then Federal Loan Administrator, in 1939, and 
as a part of my duties I was developing a personnel program for the 
RFC, and over that span of time I had worked with the personnel 
operation there in the Corporation. 

In 1941 the RFC, along with a number of other agencies, was cov- 
ered into the civil service under the Ramspeck Act, and it was neces- 
sary to set up a Personnel Division, of which I was made the Chief. 

Senator Futsricur. What were your duties as personnel Director 
at RFC? 

Mr. Dawson. The duties were those connected with the employment 
and utilization of personnel in the Corporation. 

Senator Futprigut. What was the extent of your authority in that 
position ? 

Mr. Dawson. It varied from time to time. As the Division grew it 
assumed more responsibility, Senator, and the extent of my authority 
was to recommend to the Board of Directors any personnel actions 
that the division chiefs had recommended and which had been passed 
on in the Personnel Division. The Board passed finally on personnel 
transactions. 

Senator Futsricut. You could only recommend; you could not take 
final action on personnel matters ? 

Mr. Dawson. That is correct, Senator. There may have been some 
areas of minor importance in which I had final authority. I do not 
recall right now. But in general that is the situation. 

Senator Futsrieur. In that position, was it customary for you to 
discuss personnel matters in RFC with any people outside of RFC? 

Mr. Dawson. I am not sure about your question, Senator. 

Senator Futsricur. As Personnel Director of the RFC, was it cus- 
tomary for you—or did you discuss appointments or other personnel 
matters with anyone outside of the RFC? 

Mr. Dawson. Well, I had frequent contact with the other Govern- 
ment departments. I was a member of the Personnel Council, which 
is composed of all members of the Federal personnel staff, and I dis- 
cussed matters every day with people outside the RFC, and with people 
who had recommended individuals for employment. 

Senator Futsricur. While you were Personnel Director, were any 
positions in the RFC filled by persons recommended by the Democratic 
National Committee ? 

Mr. Dawson. I presume there were. 

Seantor Futsrientr. That was a customary and acceptable contact 
I take it. 

Mr. Dawson. We did not hold that against them, Senator. 


Senator Futsricur. The committee did make personnel recommen- 
dations to you? 


Mr. Dawson. I do not recall any, Senator. 
quite some years ago, but I presume they did. 

Senator Fu.sricgutr. How were your agency managers selected while 
you were directing the personnel of the RFC ? 

Mr. Dawson. They were appointed by the Board of Directors, gen- 
erally on the recommendation of the chief of the agency division. 

Senator Futsricur. Were they selected from civil-service lists? 

Mr. Dawson. No, sir. The position of agency manager is an 
excepted position, not subject to the civil-service rules and regulations. 

Senator Fursricur. Is it considered a political appointment ? 


Let me see, that has been 
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Mr. Dawson. Well, in the sense that such appointments do receive 
the recommendation of the Members of Congress and the Senate it 
could be considered a political appointment. 

Senator Futsricur. Are they confirmed by the Senate? 

Mr. Dawson. No, sir. 

Senator Futsrient. Did you state—I believe you did in your state- 
ment, but in order to make the record a little clearer—when did you 
take up your duties as administrative assistant to the President ? 

Mr. Dawson. August 6, 1947. 

Senator Futsrientr. Do you know who recommended you for that 
position, or how it was that you were selected; can you tell the 
committee ? 

Mr. Dawson. I do not know, Senator. 

Senator Futsricutr. Do you know of anyone who spoke in your 
behalf to the President? 

Mr. Dawson. No, sir. 

Senator Fursrient. Was Mr. Merl Young in any way associated 
with your being selected for this position ¢ 

Mr. Dawson. Not to my knowledge. 

Senator Futsricutr. Do you know that he was not, or do you not 
know ? 

Mr. Dawson. I do not know who spoke to the President about me 
one way or the other. 

Senator Futsrieiur. Did this appointment come to you as a com- 
plete surprise ? 

Mr. Dawson. It did. 

Senator Futsrignr. You had no prior notice of the fact that you 
were being considered 2 

Mr. Dawson. No, sir. 

Senator Futsrianr. The President never mentioned at any time 
since then who had sponsored you for the position ? 

Mr. Dawson. No, sir. 

Senator Futsricut. Had you been on a personal relationship with 
the President—had you been an intimate or a friend of his, personally) 
acquainted with him prior to that point? 

Mr. Dawson. Yes, sir. 

Senator Futsricur. For how long a time ¢ 

Mr. Dawson. I had known him since he had been in the Senate. 
since, I think, 1934 or 1935. 

Senator Fursricnr. What, if anything, did you in your official 
capacity have to do with the appointment of R FC directors? 

Mr. Dawson. In my present position, Senator ? 

Senator Futpricnt. Yes. 

Mr. Dawson. In my present position I accept recommendations 
from anyone that submits a recommendation, and all of the fact: 
are placed before the President after investigation has been made 
so that he can make the selection. 

Senator Futsrient. Do you make recommendations to the Presi 
dent for their appointment ? 

Mr. Dawson. I give the President my opinion as to the merits 
of any candidate; yes, sir. 

Senator Futsricut. Could you tell the committee on what basis 
were the members of the recent Board of Directors selected ? 

Mr. Dawson. You mean the Directors Harber, Cosgriff, and Rowe! 
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Senator Futzrieut. That is right. Could you tell us individually 
as to each member ? 

Mr. Dawson. Well, I can only tell you, Senator, that their names 
were submitted with reference to appointment, and that their files 
along with others were submitted to the President. He made the 
selection. I was not even present when the selection was decided 
upon, 

Senator Fursricur. Well, let us take Mr. Harber, for example. 
You recommended him to the President, did you not? 

Mr. Dawson. I advised the President that I thought Mr. Harber 
was an excellent man. 

Senator Futsricut. Why did you think so? I mean, what was the 
basis for that recommendation ? 

Mr. Dawson. The reports that came in concerning Mr. Harber, the 
information that we received all tended to confirm that opinion. 

Senator Futsriegnt. Was he an outstanding banker? 

Mr. Dawson. That is my judgment, sir. 

Senator Futsricur. What led you to believe that? 

Mr. Dawson. He was president of two banks in Oklahoma that had 
considerable assets. He had been a success. He was a trustee of 
the State university there. He was interested in numerous civic 
enterprises. He had started at the bottom, and he made his way to 
the top. : 

Senator Futsricut. Had he made his way to the top as a banker? 

Mr. Dawson. It is my understanding, sir. 

Senator Futsrieut. Did you know that he had participated in the 
development of the oil industry in Oklahoma ? 

Mr. eal I knew that he had oil investments. 

Senator Futsrieut. What about Mr. Rowe; why did you recom- 
mend him ¢ 

Mr. Dawson. Senator, I submitted Mr. Rowe’s papers to the Presi- 
dent along with the other papers that were submitted. As I say, I 
was not even present when the selection was made. 

Senator Futsrient. I do not understand the significance of that last 
statement. As personnel adviser, you advised him and made these 
recommendations; did you not? 

Mr. Dawson. I did not recommend Mr. Rowe. I advised the Presi- 
dent with reference to the facts that came in concerning him and the 
papers had been on the desk, to my recollection, for approximately a 
month. 

Senator Futsrient. Who did recommend Mr. Rowe to you? 

Mr. Dawson. Mr. Rowe was recommended by the Democratic Na- 
tional Committee. 

Senator Fotsricutr. Did the Democratic National Committee recom- 
mend him to you? 

Mr. Dawson. Sir? 

Senator Funsrient. Did the Democratic National Committee 
recommend Mr. Rowe to you? 

Mr. Dawson. Well, they recommended him to the President. 

Senator Fursprient. Through you? 

Mr. Dawson. It came to to my office; yes, sir. 

Senator Futsrient. Was that the only recommendation you had 
on Mr. Rowe? 
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Mr. Dawson. I do not recall what his file would show, but that is 
one recommendation that was in it. 

Senator Futpricut. Can you tell the committee whether there were 
any others? 

Mr. Dawson. No, I do not recall what his file showed now, Senator. 

Senator Fu.tsricHt. On whose recommendation was Mr. Willett 
selected as a member of the Board? 

Mr. Dawson. Mr. Willett’s name was presented to the President, 
along with a number of other names, and he was selected by the Presi- 
dent. 

Senator Futsrieut. What other names were presented to the Presi- 
dent ? 

Mr. Dawson. At that time? 

Senator Futsricut. Yes. This was last August 9; was it not? 

Mr. Dawson. No, sir. When he was first selected for appointment, 
I think it was in 1948—in the spring of 1948. His reappointment was 
made last fall. 

Senator Futsrieut. All right; in 1948. Who recommended Mr. 
Willett to you? 

Mr. Dawson. Mr. Willett was not recommended to me by anyone. 

Senator Futsrigut. You recommended him to the President ? 

Mr. Dawson. His name was submitted as a possible candidate to 
the President; yes, sir. 

Senator Futsrigut. Did you ever discuss his appointment with 
Mr. Merl Young? 

Mr. Dawson. No; not that I recall. 

Senator Futsriant. You were an old friend. Who recommended 
that you appoint Mr. Dunham? 

Mr. Dawson. The Democratic National Committee. 

Senator Futsrient. Was that the only recommendation he had ? 

Mr. Dawson. The national committeeman in Michigan made a rec- 
ommendation. 

Senator Futsricut. Who was that? 

Mr. Dawson. At that time it was Mr. Cy Bevan. 

Senator Fursrient. Who recommended Mr. Walter Cosgriff to 
you? 

Mr. Dawson. Mr. Cosgriff was recommended by Senator Elbert 
Thomas, of Utah. 

Senator Fu.sricur. Elbert Thomas? 

Mr. Dawson. Yes, sir. 

Senator Funisrient. Had you known Mr. Cosgriff prior to that 
time ¢ 

Mr. Dawson. I had never had any contact with Mr. Cosgriff. 

Senator Fursrigutr. Did Mr. Willett have any reason to feel that 
he owed his position as a director to either you or Merl Young? 

Mr. Dawson. He did not have any reason to feel that he owed it 
to me. 

Senator Futsricur. You were an old friend of his; were you not? 

Mr. Dawson. Yes, sir. ; 

Senator Futnricut. What other names last August, when the ap- 
pointment of the entire board came up, were submitted to the Presi- 
dent other than the ones that were selected ? 

Mr. Dawson. Senator, I do not recall whether the names were con- 
sidered at that time. 
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Senator Futsrieur. Were any names other than the five who were 
appointed submitted to the President by you? 

Mr. Dawson. Yes, sir. 

Senator Futsricur. Who were they? 

Mr. Dawson. Senator, I do not recall. That has been some time ago 
and the RFC appointments are not the only appointments I handle, 
Senator. There are many appointments that go to my office all the 
time. I had no particular interest in the RFC appointments to re- 
member them outside of others, 

Senator Futsricutr. Well, you can name one other name other than 
the five that were appointed ¢ 

Mr. Dawson. I would have to refresh my memory on that. 

Senator Futsriegutr. Well, you have had 4 months to refresh your 
memory on these hearings, and it seems to me that is a very important 
matter. 

Did Mr. Charles Murphy advise you of a conference he had with 
Senator Douglas and myself in my office last July / 

Mr. Dawson. Yes. I understood that he was present with you and 
Senator Douglas. 

Senator Futpriegur. Did he convey to you the sense of that con- 
ference ¢ 

Mr. Dawson. Yes; I havea recollection that he did. 

Senator Futsricutr. Does that recall to you any circumstances that 
might refresh your memory as to any other nominations you may have 
recommended to the President ! g 

Mr. Dawson. No, sir. 

Senator Futsricur. Will you endeavor, in case we have a later 
opportunity to reopen this question, to refresh your memory with 
regard to that point at the earliest opportunity / 

I would like to know what other names you submitted to the Presi- 
dent last August 9. 

Did you say that Mr. Willett did not have any reason to feel that 
he owed his appointment to you ? 

Mr. Dawson. He did not. 

Senator Futsrigur. You were an old friend of Mr. Willett. 

Mr. Dawson. I was. 

Senator Futsricut. What is Mr. Willett doing now ? 

Mr. Dawson. I do not know, sir. 

Senator Fu.srieut. Has he applied for any other Government job ? 

Mr. Dawson. Not to my cetiniens 

Senator Futsricut. Has he discussed it with you / 

Mr. Dawson. He has told me that he would have to seek other 
employment. 

Senator Futsricut. Did he request your advice about the matter ? 

Mr. Dawson. Yes. He asked what the possibilities might be that 
he could be employed elsewhere where there might be opportunities for 
him to apply. 

Senator Fu.tsrieut. He has done that recently ? 

Mr. Dawson. I have not seen Mr. Willett for some time. 

Senator Futsricutr. How long? 

Mr. Dawson. At the time he talked to me he knew that his chances 
for reappointment, for confirmation, were not good, and he mentioned 
the fact that he would have to seek appointment elsewhere. 

80585—51—pt. 3——36 
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Senator Futsricur. When did you have that conversation with 
him ? 

Mr. Dawson. Oh, it has been some months ago, Senator. 

Senator Futsricutr. Some months ago? 

Mr. Dawson. Yes. 

Senator Futsrieut. You have not talked to him in the last 2 
months ? 

Mr. Dawson. The only time I talked to him recently was in the 
barber shop about 2 or 3 weeks ago when I happened to meet him 
there. 

Senator Futsricur. He has not called on you at your office since 
January / 

Mr. Dawson. He called just about the time his nomination was to 
be sent up. 

Senator Futsricut. When was that? 

Mr. Dawson. I think it was just prior to February 10. 

Senator Futsricur. Before the hearings this committee held which 
began about February 21? 

Mr. Dawson. I do not know when the hearings began, Senator, but 
it was just before his nomination was submitted. 

Senator Futsricur. The hearings began on the 21st of February. 
He has not contacted you since then? 

Mr. Dawson. No; 1 have not been in touch with him. 

Senator Furisrientr. Did you ever advise Mr. Willett, either di 
rectly or indirectly that he should clear with you any matters in 
which the White House was interested ? 

Mr. Dawson. Would you repeat that question, Senator. 

Senator Futnricur. Did you ever advise Mr. Willett, either direct- 
ly or indirectly, that he should clear with you any matters in which 
the White House was interested ? 

Mr. Dawson. I do not know what matters the White House would 
be interested in. 

Senator Futsrienr. But you made no such statement or conveyed 
any such message to Mr. Willett ? 

Mr. Dawson. I do not know any matters that the White House 
would be particularly interested in. 

Senator Funsrieur. Is it then fair to say that there are no matters 
before the RFC in which the White House has ever been interested / 

Mr. Dawson. Well, I presume that there may have been matters 
in the past in which the White House has been interested in. I do not 
know to what you have reference, Senator. 

Senator Futsrient. I am asking you. Is it true that the White 
House has never had any interest in any matters before the RFC? 

Mr. Dawson. Well, I would presume they would have had some 
interest. 

Senator Futsricut, Tf you presume that the White House had an 
interest, did you tell Mr. Willett in those matters in which you had 
an interest to contact you? 

Mr. Dawson. No; I have no recollection of any such conversation 
as that. 

Senator Futsrient. Do you understand what my question is now ! 
I take it from your presumption that there may be matters in which 
the White House is interested. 
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Mr. Dawson. I think it a - entirely proper, Senator, for the 
White House to be interested in certain matters that would come 
before the RFC. 

Senator Futsricutr. Well, I am just trying to develop what the 
custom or practice has been between you and the RFC in these mat- 
ters; so, I ask you again: Did you ever advise Mr. Willett that he 
should clear with you matters which the White House was interested 
in? 

Mr. Dawson. No; I have no recollection of any conversation like 
that. 

Senator Futsrigur. Who in the White House would hear about 
matters that the White House was interested in if it was not you? 

Mr. Dawson. Well, all staff members have a perfect right to talk 
to any department. 

Senator Futpricur. Are there not some recognized practices in an 
organization like that, or is it just helter-skelter, any way it happens 
to occur ¢ 

Mr. Dawson. Well, in certain areas people on our staff do have 
more to do, but that does not mean that everybody will not have 
something to do with an organization. 

Senator Fursrient. Did vou advise Mr. Dunham that he should 
clear matters, in which the White House was interested, with you ? 

Mr. Dawson. ae if you are referring to the testimony of 
Mr. Dunham in which it was stated that he should clear personnel 
matters relating to key Sanciddeaaes I would be glad to respond to 
that question, if that is what you have in mind. 

Senator FULBRIGHT. I just ask whatever you have in mind. You 
know much more about this than I do. Just tell us what, if anything, 
you advised Mr. Dunham to do with regard to personnel matters or 
any other matters. 

Mr. Dawson. Well with respect to personnel matters Mr. Dunham 
testified that 

Senator Furtsricutr. I am not asking what Mr. Dunham testified. 
I want to know what you know about it. 

Mr. Dawson. My recollection of that is not as clear as Mr. Dun- 
ham’s, but it is entirely possible that I may have told him that we 
would like to coordinate and to clear key personnel appointments in 
the RFC staff. 

Senator Futsrienr. You cannot go any further than that? 

Mr. Dawson. That is as far as I have any recollection about any- 
thing that I told him, certainly. 

Senator Futurienr. Did you clear all your appointments with the 
Democratic National Committee or all those appointments for the 
Board ¢ 

Mr. Dawson. All of the RFC appointments to the Board? 

Senator Futprieut. Yes. 

Mr. Dawson. Yes; they were cleared. 

Senator Fu.srient. Do you think, Mr. Dawson, that the RFC has 
operated free from any external influences? You have apparently 
read the record very, very closely. Would you say that it has operated 
free from any influences? 

Mr. Dawson. Senator, I have read the record as it relates to me 
very closely, but I do not know about the full record. I know the 
RFC, in my judgment, has done a good job. I have a high regard 
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for the Directors; I have a high regard for the personnel. I think 
they have done an admirable job i in the interest of the country, and 
that the organization has proved itself worth while. 

Senator Futsricut. Then, after reading the record, you see noth- 
ing wrong with what has occurred during the last few years. For ex- 
ample, you read the record on the Central Iron & Steel loan, and 
from your point of view there is nothing wrong with the procedures 
that were followed there. 

Mr. Dawson. I have not studied the record on that loan closely, 
Senator. I have not presumed to. 

Senator Futsricur. I am sure you read the record fairly closely— 
apparently you did from your statement—with regard to the Saxony 
loan. From your point of view, you see nothing wrong with the pro- 
cedures followed in that loan. Is that correct ? 

Mr. Dawson. Senator, I do not know the procedures that were 
followed in that loan. 

Senator Futsricur. You read the record and you know all about it, 

Mr. Dawson. The record, as far as I know, only deals with my 
stay there. 

Senator Futsricur. That was not the only thing that occurred with 
regard to that loan. I do not know how you could read the record 
by reading only that particular sentence that referred to you. It 
would make no sense to you; would it ? 

Mr. Dawson. There was considerably more than one sentence. 

Senator Futsricur. Mr. Dawson, the point I am seeking to make 
is that apparently you feel there has been nothing wrong in the way 
the RFC was administered. 

Mr. Dawson. Senator, I have not studied the administration of 
the RFC. 

Senator Futsricut. Well, you have read the papers and you have 
read the report, or at least a part of the report. I would gather from 
your initial statement you read it fairly carefully. You make refer- 
ences to it all through it. In fact, you are agreeing to come before 
the committee and help us develop the facts in this case. I had as- 
sumed you had refreshed your memory about the RFC and had read 
the hearings. 

Mr. Dawson. No, Senator; I came before the committee with refer- 
ence to myself personally. 

Senator Futsrigutr. Did anyone help you prepare the statement 
you read to the committee ? 

Mr. Dawson. It was worked on in the staff of the White House; 
yes, sir. 

Senator Futsricut. Then, am I to conclude that while the state- 
ment is very clear in its reference to the hearings that you may not 
have read the hearings at all 

Mr. Dawson. I read the hearings as they relate to me, Senator. 
I did not go into all of the various aspects of the hearings. They are 
quite voluminous. 

Senator Futsrienr. How would you find these references without 
reading the hearings? There was no mark in the hearings to indicate 
just those parts th: at pertain to you so that you could find them with- 
out reading the hearings. 

Mr. Dawson. It is pretty easy to pick out the days in which my 
name was mentioned, Senator. 
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Senator Fursricnt. Mr. Dawson, approximately how many ap- 
pointments in your position as administrative assistant to the Presi- 
dent are within your jurisdiction ¢ 

Mr. Dawson. Well, there are approximately 200 major appoint- 
ments that the President makes every year, not including postmas- 
ters, United States marshals, district attorneys, and Feder ral judges; 
they are very numerous. I do not know the number that they would 
run to, but there are approximately 200 major appointments every 
year. 

Senator Fu.srieut. How do you go about determining the quali- 
fications of the applicants? 

Mr. Dawson. The usual procedure is that recommendations are 
received from various people, Members of the Congress, members of 
the public, and as those recommendations come in they are sifted in 
my office to see the outstanding persons that are recommended, and 
then FBI reports are obtained on those that meet the first screening. 
Also, people in their letters submit information regarding candi- 
dates. It is quite exhaustive sometimes, and the individuals that 
submit the information are people of recognized reputation. 

Senator Fu.sricut. Are you concerned primarily with civil-serv- 
ice matters ¢ 

Mr. Dawson. Senator, my position embraces a great many things 
that are not concerned with personnel. I am concerned with civil- 
service personnel matters, and I am concerned with Presidential ap- 
pointments, in my position. 

Senator Futsricutr. Well, primarily, are you concerned with po- 
litical appointments or with civil service 

Mr. Dawson. I would say it is about 50-50. 

Senator Fursrient. How does your work mesh with that of the 
Civil Service Commission ? 

Mr. Dawson. I hold the position of liaison officer for personnel 
management, which is established by Executive order, and in that 
position it is specified that I shall coordinate with the Bureau of the 
Budget and Civil Service Commission in reference to Federal per- 
sonnel matters. 

Senator Futsrient. Is there any official connection of a similar 
nature with the Democratic National Committee ? 

Mr. Dawson. No, sir. 

Senator Futsricur. How is that relationship considered; is that 
just. an informal relationship? 

Mr. Dawson. That is an informal rel: ationship that the office of the 
President has with the Democratic National Committee. 

Senator Futsrigutr. Mr. Dawson, I wonder if you would comment 
on this letter which I would like to read. It is dated December 6, 
1948. This letter appears in the record at page 832. It is in the 
printed hearings of the subcommittee which are now available. This 
is addressed to Mr. E. Merl Young, Washington, D. C., and it reads 
as follows: 

A few days ago I wrote Don Dawson a report on the campaign in Texas insofar 
as I was able to observe it, and I have since written a supplement to the report 
correcting a couple of omissions and listing some disappointments we had. I 
am enclosing herewith a copy of the report, and I am sending one to Bill Boyle 
at the national committee for the party’s records, if he wants to use it. It was 
a pleasure to work with fellows like you and Bill and Don. 
Sincerely, 


V. H. Kirrretr. 
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And then in longhand at the bottom of the letter it says the fol- 
lowing: 

Merl: L. B. Glidden, RFC head in Dallas, is n. g. as far as the Democrats 
are concerned and he is in an important position. 

Would you comment on that letter? 

Mr. Dawson. Mr. Kittrell was very active in the 1948 campaign in 
Texas, and I would comment that that was an expression of his views. 

Senator Futpricut. Do you know Mr. Kittrell? 

Mr. Dawson. I do. 

Senator Fu.srienr. a he ever discuss with you the proposition 
that L. B. Glidden was n. g. as far the Democrats were concerned ¢ 

Mr. Dawson. Mr. Kittrell was dissatisfied with Mr. Glidden as an 
agency manager. 

Senator Futsricut. He did discuss it with you in addition to that 
letter ? 

Mr. Dawson. This letter is addressed to Mr. Young. He discussed 
it with me: yes, sir. 

Senator Futsricutr. Did you ever discuss it with Mr. Young? 

Mr. Dawson. This letter ? 

Senator Futsricut. Yes. 

Mr. Dawson. No, sir; not to my knowledge. 

Senator Futsrieut. Did you ever discuss Mr. Glidden with Mr. 
Young? 

Mr. Dawson. I think Mr. Young mentioned Mr. Glidden on occa- 
slon; yes, sir. 

Senator Futsricgnt. What did he tell you? 

Mr. Dawson. Well, I think he largely reflected the opinion of Mr. 
Kittrell. 

Senator Fursricutr. That is, Mr. Young did? 

Mr. Dawson. Yes, sir. 

Senator Futsrienr. Do you think it was appropriate for Mr. Kit- 
trell to communicate with Mr. Young about Mr. Glidden’s standing 
in the party ? 

Mr. Dawson. Well, I take that to be a personal letter there, and Mr. 
Kittrell certainly was interested in the party and Mr, Young was, and 
I think they were exchanging views. 

Senator Futsricur. Was this Mr. Mer! Young’s business? 

Mr. Dawson. He had been very active in the campaign, and Mr. 
Kittrell knew that; yes, sir. 

Senator Futsrieutr. Would you regard that as part of your busi- 
ness ¢ 

Mr. Dawson. What as a part of my business, Senator? 

Senator Futsricur. This matter of Mr. Glidden’s standing in the 
party. 

Mr. Dawson. You mean Mr. Kittrell’s viewpoint ? 

Senator Fursrienr. Yes. 

Mr. Dawson. I listened to him; yes, sir. 

Senator Futsricut. Was it part of your business to be concerned 
and to know about that? 

Mr. Dawson. Yes, I listened to—— 

Senator Fu.pricut. I mean your official business. 

Mr. Dawson. That is right. 
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Senator Futsricur. You did consider it a part of your official busi- 
ness. Did you ever talk to Donald Smith, the RFC Personnel Di- 
rector, about Mr. GiippEn ? 

Mr. Dawson. Not that I have any recollection. 

Senator Fuisricur. Does the Personnel Office of the RFC have 
jurisdiction over the agency managers ? 

Mr. Dawson. I do not think so. Iam not sure. It did not when I 
was there, to any extent. 

Senator Futsricur. Were not they employees of the RFC like any 
other employees ? 

Mr. Dawson. They were, but their selection was that of the Board 
of Directors. 

Senator Futsricut. Was not the selection of all employees that of 
the Board of Directors? 

Mr. Dawson. Well, Senator, there is this distinction, that ordinarily 
the employees outside of agency managers and other key positions are 
submitted to the Board through the personnel division. The agency 
manager appointments never came through the personnel division. 

Senator Funpricur. Was he agency manager's selection part of 
your business as Administrative Assistant to the President ? 

Mr. Dawson. [t was, from the standpoint that we like to see that 
all of the candidates that were recommended to the President’s office 
for any key position were considered. Now, Senator, the Congress- 
men and the Senators are very much interested in seeing that the 
people in their States are ace eptable to them, and they recommend on 
occasion certain people to our office, and the RFC would make an 
appointment of an agency manager, and it would be perfectly natural 
that we would want to see that those recommendations on’ the part 
of Senators and Congressmen were considered. 

Senator Futsricntr. Do you know Mr. John Skiles ? 

Mr. Dawson. Yes, sir. 

Senator Futsrieutr. How long have you known him? 

Mr. Dawson. I have known him since we were in the Army together; 
about, I would say, since 1944 or 1945. 

Senator Futnricutr. How well did you know him in the Army? 

Mr. Dawson. I knew him well. He was in my division. 

Senator Futsrieur. What did he do, what was his rank, and so on, 
in the Army ? 

Mr. Dawson. He was captain—he was first lieutenant and then 
captain. His job was Chief of Personnel Procurement Branch. 

Senator Fursrieur. What ? 

Mr. Dawson. He was Chief of the Personnel Procurement Branch. 

Senator Futsrigur. Where did he serve? 

Mr. Dawson. He served at various posts before I became acquainted 
with him. I do not know where. When he was with me he was in 
headqu: irters of the Air Transport Command. 

Senator Futsricur. Where? 

Mr. Dawson. Here at Washington, Gravelly Point. 

Senator Futsriegntr. Did he ever serve outside of this country / 

Mr. Dawson. Not to my knowledge. 

Senator Futsrienr. Did you recommend Mr. Skiles for a position 
in the Dallas office? 

Mr. Dawson. Mr. Skiles applied for a position there and he told 
me he had applied and asked for my recommendation, and I sub- 
mitted a recommendation for him. 
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Senator Futsrigut. To whom did you submit it? 

Mr. Dawson. To the agency manager. 

Senator Futsrient. In your statement you said he made application 
without your knowledge. 

Mr. Dawson. That is correct; and then he asked me for a recom- 
mendation. 

Senator Futsriegutr. While he was employed with the RFC did 
you have any association or contact with him? 
~ Mr. Dawson. He made trips to Washington on one or two occasions, 
and I had that contact with him. That was the customary procedure 
for people from the field to come into Washington on occasion. 

Senator Futnricur. Was it business—I mean, did he contact you 
on business ? 

Mr. Dawson. He came in on official business. 

Senator Futsricut. What was the nature of the business he came 
to see you about? 

Mr. Dawson. With reference to the operation of the personnel divi- 
sion in the Dallas loan agency. 

Senator Furrricut. Were there any political problems that had 
arisen in that connection that he wished to submit to you? 

Mr. Dawson. No, sir. 

Senator Futsricur. Would you tell the committee what was the na- 
ture of the business which he sought to discuss with you? 

Mr. Dawson. Well, he came in, as the other chiefs of personnel di- 
visions came in, for training, orientation in new procedures the RFC 
would be instituting, and for general orientation in the Washington 
office. 

Senator Futsricutr. Were you responsible for that orientation ? 

Mr. Dawson. I was. 

Senator Fursrient. Did this occur while you were in the RFC? 

Mr. Dawson. That is right. 

Senator Fu.ericur. Then after you went to the White House, did 
he contact you? 

Mr. Dawson. Do you mean did he come to Washington ? 

Senator Furrsrient. Yes. 

Mr. Dawson. I think that he was in Washington on one occasion, 
perhaps, in 1948. My recollection is very hazy on that. 

Senator Futsrienr. Did he see you then ? 

Mr. Dawson. It is entirely possible and probable that he did, but I 
just cannot place it very well in my mind. 

Senator Futsrient. Did he correspond with you ? 

Mr. Dawson. Oh, I had an occasional letter from him; yes, sir. 

Senator Futsrieut. Did it ever come to your attention th: at certain 
difficulties had arisen in the Dallas agency because of a conflict between 
Skiles and the agency manager Glidden ? 

Mr. Dawson. That is r ight, sir. 

Senator Futsricnr. Do- you remember a letter which L. B. Glidden 
wrote to you on June 3, 1949 2 

Mr. Dawson. Yes, sir. 

Senator Fc.sricnr. It is printed, I believe, on page 841 of the 
printed hearings. Why did you not answer Mr. Glidden’s letter? 

Mr. Dawson. I did not answer Mr. Glidden’s letter, because I 
wanted to stay away from what appeared to be a local squabble. 
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Senator Futsricut. Was it your responsibility to try to work out 
the difficulty that had arisen in the Dallas agency ? 

Mr. Dawson. That was an RFC responsibility. 

Senator Fu.sricut. Will you tell us of your discussions with Sen- 
ator Connally on this subject? 

Mr. Dawson. My recollection of the call with Senator Connally is 
that he called me about Mr. Glidden, not Mr. Skiles. 

Senator Futsricut. Will you tell the committee about that? 

Mr. Dawson. The Senator ¢ alled me and asked what were we doing 
with the agency manager in Dallas. I told the Senator we were not 
doing anything, that that was an RFC matter, that he should talk 
to the RFC about it. 

Senator Futsricutr. When did you receive that letter from Mr. 
Glidden ? 

Mr. Dawson. I presume shortly after it was written. 

Senator Futsricut. But you did receive it, did you not ? 

Mr. Dawson. Yes, sir. 

Senator Futsricut. That letter is dated June 3, is it not? 

Mr. Dawson. It does not give the year. I do not know what year 
it is. 

Senator Fursrieut. 1949. You will notice Mr. Gillespie’s letters 
on pages 851, 852, and 853, and Senator Connally’s letter at the bottom 
of page 851. I will read to you from the bottom of that page, and 
this is Senator Connally’s letter to Mr. Glidden : 

No official notice has come to me regarding this matter and today I called the 


White House to inquire as to whether any immediate action was contemplated 
respecting this position. 


He called you, did he not? 
Mr. Dawson. Yes, sir. 
Senator Fu.sricut (reading) : 


The President’s assistant in charge of patronage assured me that he had no 
knowledge whatever of any such contemplated change. I have also contacted 
the RFC and asked to be advised of any action of this nature. 

How do you explain that? 

Mr. Dawson. Senator, Senator Connally = me and asked me 
what was being done about the agency manager in Dallas. I said, 
“That, Senator, is a matter for the RFC. You had ellen called them 
about it. We are not doing anything.” 

Senator Fu.srient. He said you said you had no knowledge what- 
ever. 

Mr. Dawson. I did not have any knowledge of what the RFC 
planned to do. 

Senator Futsricut. You had Mr. Glidden’s letter which gave you 
notice of what was going on. 

Mr. Dawson. No, Senator, the letter from Mr. Glidden related to a 
dispute with Mr. Skiles. 

Senator Futsricut. But prior to that time you had notice of Mr. 
Kittrell’s attitude toward Mr. Glidden. 

Mr. Dawson. That is correct. 

Senator Futsricutr. Would you not say that was some knowledge 
of what was brewing? 

Mr. Dawson. Senator, people are frequently dissatisfied and com- 
plain about various people in public office. That was not any sign that 
the RFC was doing anything about it. 
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Senator Futsrigur. What do you have to say about the letter on 


page 852, the letter from Mr. Gillespie to Senator Connally, in which 
he says: 

As I told you, the man that has been trying to unseat Glidden is Donald 
Dawson. 

As to the truth of that, and to satisfy your own curiosity, if you will phone 


Myron Blaylock, who is at the Mayflower Hotel over the week end, he will give 
you the facts. 


Mr. Glidden phoned him today, and Mr. Blaylock said that Dawson is the one, 
and only, person, except some of our local politicos, who is trying to have Glidden 
replaced. 

Mr. Dawson. Where Mr. Gillespie got that information, I do not 
know, Senator. 

Senator Futsricut. Do you deny that? - 

Mr. Dawson. I was not interested in having—I took no part in 
having Mr. Glidden displaced. 

Senator Futsricutr. You were not in any way interested in having 
Mr. Glidden removed ? 

Mr. Dawson. I knew that people were dissatisfied with him. Mr. 
Kittrell had expressed himself, but I left that up to the RFC as to 
what would be done there. 

Senator Fu.srieut. You took no part in it whatever? 

Mr. Dawson. I have no recollection of ever talking about it. 

Senator, let me explain again. This RFC transaction was just one 
transaction in a busy day over a period of years. This is back in 1949. 
I talk with people all day long about other people. 

Senator Fursriegut. On March 20, 1950—and that is not too long 
ago—there was a letter from Senator Connally to Mr. Gillespie in 
which he says, at the top of page 853 of the printed report: 

I have personally talked to Mr. Dawson, and he eategorically denies that he 
knows anything about the matter. I have no reason to doubt his statement. 

Mr. Dawson. That was the first conversation. I had only one con- 
versation with the Senator. 

Senator Futsrient. Is it quite possible that at that time you knew 
nothing about the matter? 

Mr. Dawson. I did not know what the RFC was planning to do 
Senator. 

Senator Fursricut. I did not say that. I said is it quite accurate 
to say that you did not know anything about the matter? 

Mr. Dawson. I think you would have to view these two letters. 
The first letter, I think, is perhaps more squarely with reference to 
our conversation. This is a letter that is written maybe a year later, 
and I had no subsequent conversation with him. 

Senator Futsricut. Is it not quite evident that you knew some- 
thing about the matter and that you told Senator Connally that 
you did not know anything about it and that was not quite the fact 

Mr. Dawson. Senator, I did not tell Senator Connally I did not 
know anything about it. 1 said I did not know what the RFC was 
going to do, and that I thought it would be better for him to take 
it up with the RFC. 

Senator Futsrient. Then you are saying that Senator Connally’s 
statement is incorrect ? 

Mr. Dawson. I would not say that; no, sir. 

Senator Futsricnt. How do you reconcile what you say with 
Senator Connally’s statement? 
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Mr. Dawson. Well, this second letter was written some time after 
our conversation, and I do not understand the wording of that. 

Senator Fusrieut. He had more than one conversation with you, 
did he not? 

Mr. Dawson. No, sir; my recollection is that he only had one. 

Senator Futsrieutr. Did you ever tell Mr. Willett that you wanted 
to get rid of Mr. Glidden ? 

Mr. Dawson. I had no recollection of talking to Mr. Willett about 
getting rid of Mr. Glidden. 

Senator Futsricutr. You cannot say yes or no. 

Mr. Dawson. No, Senator. * 

Senator Futsricur. Did you have any discussion on this matter with 
Mr. Willett ? 

Mr. Dawson. Not that I recall. I do not recall discussing the 
removal of Mr. Glidden wtih any of the Board members at the RFC. 
Senator Futsriegutr. You did not discuss it with Mr. Dunham? 

Mr. Dawson. I do not recall that I ever discussed it with Mr. 
Dunham. 

Senator Futsricut. And you did not discuss it with Mr. Willett ? 

Mr. Dawson. I do not recall that I ever discussed it with Mr. 
Willett. Senator, this has been 2 years ago. It is just a little item. 
I do not concern myself with the individual personnel problems of 
each agency. 

Senator Futsrieut. Mr. Willett called you and told you about the 
investigator's report at the Dallas agency; did he not? 

Mr. Dawson. That was with reference to John Skiles. 

Senator Futpricur. Yes: but it mentioned both Skiles and Glidden. 
The report involved the whole Dallas agency. Did he not call you 
about that? 

Mr. Dawson. Yes; he called me about John Skiles. 

Senator Futpricutr. Well, he called you about the investigator’s 
report which involved Skiles and Glidden. The controversy was be- 
tween Skiles and Glidden, was it not ? 

Mr. Dawson. It had no reference to the removal of Mr. Glidden. 

Senator Futsricur. Will you look at page 871 of the printed hear- 
ing. It says: 

Senator CAPEHART. Did you ever discuss this case with Mr. Dawson? 

Mr. WILteETr. I did. After I read this report, I called Don Dawson and said 
that “Your friend, Skiles, is causing a hell of a lot of trouble in Dallas, and as 
far as I am concerned he is going to be fired wifh Glidden.” What comment 
would you like to make to that statement? 


Mr. Dawson. I recall that he called me about the report, that that 
is the attitude that he took, but he is only one member of the Board. 

Senator Fuisrignt. Could you tell us what you replied to that 
statement when Mr. Willett called you? What was the nature of the 
discussion ¢ 

Mr. Dawson. I am sure that what I told Mr. Willett was substan- 
tially, we will take whatever action is right. That was an agency 
problem. 

Senator Futsricutr. Why did he call you about it / 

Mr. Dawson. Because I was a friend of John Skiles. 

Senator Futsricur. Did you know that Mr. Skiles was seeking 
the ouster of Mr. Glidden ? 
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Mr. Dawson. I knew that Mr. Skiles was very dissatisfied with his 
relationships with Mr. Glidden, and I think he would have welcomed 
a change, so far as he was concerned. 

Senator Futsricut. Did you discuss this matter with the Chair- 
man of the RFC? 

Mr. Dawson. Which matter is that; the Skiles matter? 

Senator Futsrieut. And the Glidden matter: yes. 

Mr. Dawson. Yes; I discussed the Skiles matter with the Chair- 
man of the RFC at that time, and I told him that he would have to 
handle it on its merits, that I did not want to be involved. I do not 
recall having discussed the Glidden thatter with him at all. 

Senator Bennerr. If Mr. Glidden had been discharged, would you 
have been concerned with the appointment of his successor 4 

Mr. Dawson. I would have appreciated the poeeunny to coor- 
dinate and clear his successor, yes, sir, because as I said before, Senator 
Bennett, we had many recommendations for people for key jobs of that 
sort, and we would like to see them all considered. 

Senator Bennerr. Are the appointments of all agency matters 
cleared through the White House? 

Mr. Dawson. No, sir. 

Senator Bennerr. I mean agency managers, I am sorry. 

Mr. Dawson. No, sir. 

Senator Bennerr. No agency managers ? 

Mr. Dawson. No, sir. 

Senator Bennerr. But you would have been concerned about Mr. 
Glidden because of Mr. Skiles. 

Mr. Dawson. No, sir. Senator, what I meant to convey was that 
any agency manager, I would appreciate any agency manager’s ap- 
pointment being ¢ checked through the White House to see that ever y- 
body had been considered that was a candidate. 

Senator Bennerr. Do you know of any agency manager that has 
been appointed without being checked through the White House? 

Mr. Dawson. I do not know the agency managers that have been 
appointed, Senator. I just cannot answer that question. 

Senator Bennetr. There have been none appointed since you have 
been in the White House ? 

Mr. Dawson. I presume there have been; but I do not know which 
ones have been appointed. 

Senator Bennerr. Are their appointments cleared through the 
Democratic National Committee ? 

Mr. Dawson. I do not know whether they are or whether they are 
not. 

Senator Bennerr. And yet you appreciate their being cleared 
through the White House. 

Mr. Dawson. Yes, sir. 

Senator Bennerr. Do you know of any Republican that has ever 
been appointed as an som y manager for the RFC? 

Mr. Dawson. Yes, sir. I dare say there have been some appointed, 
but I cannot say right now which ones. 

Senator Bennerr. The same kind of Republican as Mr. Dunham 
who had to get the approval of the Democratic National Committee 
before he could be appointed to the Board of RFC ? 

Mr. Dawson. He was recommended by the Democratic National 
Committee, Senator. 
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Senator Bennerr. Does the same rule hold with local counsel, are 
they cleared through the White House? 

Mr. Dawson. No, sir. 

Senator Bennerr. I would like to go back to an old question that 
Senator Fulbright asked that I do not think was cleared up. IL would 
like to ask you again: Who recommended Mr. Harber to you 4 

Mr. Dawson. Mr. Harber was recommended by Senator Monroney 
and concurred in by Senator Kerr and the Congressmen. 

Senator Bennerr. And who recommended Mr. Rowe to you? 

Mr. Dawson. The Democratic National Committee. 

Senator Bennerr. No Senators or Congressmen were involved in 
that ¢ 

Mr. Dawson. I do not recall his file, Senator, but I do know the 
national committee recommended him. 

Senator Bennerr. You testified that Mr. Cosgriff. who was the 
second Republican, was recommended to you by my predecessor, the 
then Democratic Senator from Utah? 

Mr. Dawson. That is correct. 

Senator Futsrigur. Was not Mr. Harber a Democratic national 
committeeman ¢ 

Mr. Dawson. At that time he was. 

Senator Bricker. May I ask a question at this time / 

Senator Futsricur. Yes. 

Senator Bricker. Just one question, Mr. Dawson. On page 853 
of the record, part two, I asked a question of Mr. Glidden: 

Did you get the impression somewhere from Mr. Dawson and Mr. Skiles’ 
activities that a contribution to the Democratic Party campaign fund was 
essential to your remaining in office? 

Mr. Glidden answered : “I did.” 

Do you have any comment on that ? 

Mr. Dawson. Senator, I cannot understand why Mr. Glidden would 
make a statement like that. I have not the slightest idea where he 
would ever get such an impression. I certainly never talked to him. 

Senator Bricker. Did he make any contribution ? 

Mr. Dawson. I do not know. 

Senator Bricker. Do you know that he did not? 

Mr. Dawson. I do not know one way or the other, Senator. I think 
he testified in here that he did, but I do not know it. I do not concern 
myself with that. 

Senator Futsricnt. Senator Tobey, do you have any questions? 

Senator Torry. Yes; I would like to ask a question. 

Mr. Dawson, I have never had the pleasure of meeting you before. 
What I ask I ask without any hidden meaning in the question but just 
to get the facts in the case. 

You are familiar with the recent statement. that appeared in the 
press following the denials of the White House that Niles called up 
Senator Wheeler, of Montana, and asked him if he knew Charles 
Tobey and, if he did, to get hold of Tobey and ask him to lay off 
Donald Dawson. Are you ‘familiar with that ? 

Mr. Dawson. Yes, sir. 

Senator Tosry. Is that a true statement? 

Mr. Dawson. Senator, that happened when IT was home with my 
father. I don’t know anything about it. 
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Senator Tosry. I know you had that misfortune [illness of Mr. 
Dawson’s father], but after you came back did you not talk it over 
with Mr. Niles? 

Mr. Dawson. Generally, I thought it was something that con- 
cerned me and J mentioned it to him, that is all. 

Senator Toney. And what did he say ? 

Mr. Dawson. Well, he just told me the facts about it. I only had 
the newspaper account of 1t when I was at home. 

Senator Tosry. Did he say that he did it of his own volition ? 

Mr. Dawson. I don’t recall whether that was discussed or not. I 
think the effect of it was discussed more than the origination of it. 

Senator Tosry. To your knowledge or understanding, did he do 
it of his own volition solely ? 

Mr. Dawson. If you are talking about whether I had anything 
to do with it, Senator 

Senator Torry. I am talking about you or anybody else. 

Mr. Dawson. I don’t know. 

Senator Tosry. Did he say anybody had talked to him about it 
or did he say it was all on his own initiative? 

Mr. Dawson. I do not recall that that was discussed. As I say, 
Senator, I was at home. 

Senator Tosry. I know, but when you came back, naturally, it 
being of some importance and concern to you, if I had been in your 
place I would have talked to him about it. 

Mr. Dawson. Yes; I did. 

Senator Torry. What is Niles’ position in the White House? 

Mr. Dawson. He is Administrative Assistant. 

Senator Torry. And where does he rank compared with you? 

Mr. Dawson. We are all of the same rank. He has seniority on me. 

Senator Tosry. He has been there since Harry Hopkins’ day, has 
he not ¢ 

Mr. Dawson. I don’t know exactly when he came to the White 
House. 

Senator Tosry. He is sort of “Aeneas-Achates” of Harry Hopkins, 
is he not? 

Mr. Dawson. I do not know when he came there. 

Senator Tosry. That does not answer my question. 

Mr. Dawson. I do not know what the word means, Senator. 

Senator Dove.as. For the sake of the record, that is a quotation 
from Virgil indicating the close relationships between Achates and 
Aeneas. 

Senator Torry. Mr. Dawson, the question is that: Why would Mr. 
Niles call up Burt Wheeler and ask him to contact me and ask me to 
lay off you? Why do you think he did it? 

Mr. Dawson. Senator, I don’t know. 

Senator Torry. What did he say was the reason he did it? 

Mr. Dawson. We did not go into the reason as to why. It was the 


effect of what had been done that was discussed. I do not know that 


that was not said to Senator Wheeler because I did not go into that 
with him, Senator. 

Senator Torry. You knew that Senator Wheeler confirmed what 
I told the committee, did you not? 

Mr. Dawson. Generally I know there was something along that 
line. That is all I know. 
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Senator Tosry. The information he confirmed was 100 percent that 
which was conveyed to the committee in executive session. 

I now bring up another question. With reference to the letters 
which the RFC sent to the White House, how many letters came down 
to the White House from the RFC? 

Mr. Dawson. Senator, I did not count them. There were quite a 
few. 

Senator Toney. Would you say 300? 

Mr. Dawson. I would say there were more than 300. It has been 
testified here that there were something like 900, but I did not count 
them. 

Senator Tosry. And those were the original letters, were they, that 
came down ¢ 

Mr. Dawson. They were photostatic copies. 

Senator Torry. And you sent a replica of them to this committee; 
did you not? 

Mr. Dawson. No, sir. I think this committee received its copies 
from the RFC directly, although the President offered the copies that 
he had to the committee. 

Senator 'Tosry. Now, if it is in order and appropriate, and Mr. 
Chairman, you may correct me if it is not, but did the President see 
those letters and look them over ? 

Mr. Dawson. He did personally. 

Senator Toney. He did personally ? 

Mr. Dawson. Yes. 

Senator Topry. All of them. 

Mr. Dawson. Yes, sir. 

Senator Torry. Did he make a statement when he got through as 
to what he found in those letters ? 

Mr. Dawson. He issued a statement to the press; yes, sir. 

Senator Toney. What did he say in that statement? 

Mr. Dawson. I have it here, Senator. I can read it, if you would 
like me to. 

Senator Tosry. I wish you would. 

Mr. Dawson. This is made by the President’s press secretary 
[reads |: 

Pursuant to his request the President received some time ago copies of numer- 
ous letters written by Senators and Congressmen to the RFC in connection with 
loans. This material was requested by the President for his ex: imination and 
review in connection with his plans for reorganization of the RFC. It was con- 
sidered along with the other material relating to the RFC and to various plans 
for reorganization of that agency. The President’s reorganization plan for 
that agency was sent to Congress February 19, 1951. In his accompanying mes- 
sage the President pointed out in part that this plan provides strengthened 
administration in the Corporation. It also provides certain additional safe- 
guards with respect to loan policy and to specific loan applications. Under the 
reorganization plan the Loan Policy Board promulgates general policies which 
shall govern the granting and denial of applications for financial assistance by 
the Corporation. 

The reorganization plan likewise includes new provisions for insuring that all 
loan applications are handled in accordance with established policy. 

The material received at the White House from the RFC is at the White House, 
and none of it has been communicated to any member of the press or made 
public in any other way. Since the President knows of no evidence of illegal 
influence on the RFC by any member of the executive branch or the legislative 
branch, he sees no useful purpose in making public the congressional correspond- 
ence. If, however, the subcommittee feels otherwise, the material will be sent 
to the subcommittee of the Senate Banking and Currency Committee at its 
request, 
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Senator Tosry. That is the end of it? 

Mr. Dawson. Yes, sir. 

Senator Toney. Who asked for the letters from the RFC? 

Mr. Dawson. The President. 

Senator Torry. And did you suggest the counterattack on this sub- 
committee through bringing up these letters / 

Mr. Dawson. Sir, the President requested the letters from the RFC. 
There was no indication as to why he wanted them, and there has 
never been any indication to me that there was a counterattack against 
the committee. 

Senator Torry. Did you ever hear that from these letters the Pres- 
ident deduced the fact that a great many Members of Congress had 
taken fees for getting RFC loans? 

Mr. Dawson. No, sir; not from the letters, I did not. 

Senator Torry. Did you ever hear the President make that deduc- 
tion from these letters ¢ 

Mr. Dawson. I read it in the newspapers—no, not from the letters, 
Senator, that he had made a statement. I don’t know where they made 
the deduction or where they got the information. 

Senator Torry. Is it your judgment that a great many Members of 
Congress have taken fees for getting RFC loans? 

Mr. Dawson. I have no information on that subject at all. 

Senator Tosry. Have you read these letters? 

Mr. Dawson. No, sir; I read a few of them, but—— 

Senator Tosry. Did you ever find anything in these letters that 
could justify a statement like that whatsoever ? 

Mr. Dawson. There is no evidence in the letters that I read to that 
effect. 

Senator Torry. They are all clean, as far as you are concerned? 
There is nothing there reprehensible or suggesting: 

Mr. Dawson. Nothing concerning a fee in any of the letters at all. 

Senator Tosry. Did you talk to Niles before this episode? 

Mr. Dawson. Which episode, Senator? 

Senator Torry. This episode of Niles, Wheeler, and Tobey? 

Mr. Dawson. I talked with Mr. Niles almost every day. 

Senator Tosry. I mean, on that subject, of course. 

Mr. Dawson. No, sir. 

Senator Toney. Nothing at all? 

Mr. Dawson. No. 

Senator Tosey. You did not suggest to Mr. Niles that he call up Mr. 
Wheeler ? 

Mr. Dawson. Senator, I was home. 

Senator Torry. I know, but you can do that by telephone. 

Mr. Dawson. I did not talk to him on the telephone. 

Senator Toney. That is the modus operandi if you wanted to do it. 
You realize that, of course? 

Mr. Dawson. No; I did not talk to him, Senator. 

Senator Tosry. That is what I wanted to know. 

Senator Bricker. Just one moment, to clear that up, Senator Tobey. 

Did you talk to him before you left to go home about this matter in 
any way, shape, or form ? 

Mr. Dawson. Did I suggest it? No, sir. 

Senator Bricker. No; I did not ask you that. Did you talk to him 


about this matter in any way, shape, or form before you left to go 
home ? 
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Mr. Dawson. No, sir. 

Senator Bricker. You never talked to Mr. Niles about that? 

Mr. Dawson. About the RFC matter ? 

Senator Bricker. Yes. 

Mr. Dawson. Oh, he was very much concerned with my being men- 
tioned in the report, and I talked to him about that; yes, sir. 

Senator Bricker. Concerned in what way / 

Mr. Dawson. Well, he wanted to know what I was going to do about 
it and just general personal solicitation, soliciting “information 

Senator Bricker. From that conversation could he have deduced 
in any way, shape, or form that this committee ought to lay off of you 
or that they would be rough on you, or there was something that would 
be embarrassing to you? 

Mr. Dawson. Not that I know. 

Senator Bricker. Why would you imagine then, that he would make 
a call of that kind? 

Mr. Dawson. I don’t know, Senator. 

Senator Futsrienr. What were the specifications for getting the 
letters! Undoubtedly there were thousands of them. Just what were 
the instructions to the RFC with regard to the letters? Which letters, 
in other words, were you looking for ¢ 

Mr. Dawson. There were no specific instructions, Senator. There 
was just information bearing on loans received from outside sources. 

Senator Futsricgur. What was that, now / 

Mr. Dawson. It was just a general request for information bearing 
on loans received from outside sources. 

Senator Futsricur. Did you communicate the message ¢ 

Mr. Dawson. Yes, sir. 

Senator Futsricur. To whom did you communicate it? 

Mr. Dawson. I communicated it to Chairman Harber. 

Senator Futsrienr. You did not discuss it with Mrs. Dawson? 

Mr. Dawson. No. sir. 

Senator Futsrignr. Was there any indication that special attention 
had been given to any particular letters / 

Mr. Dawson. No, sir: just a general instruction. 

Senator FuterienHr. Who determined what method or approach 
should be followed in selecting the letters ? 

Mr. Dawson. That was an RFC matter. I do not know, Senator. 

Senator Futsricut. Have you ever discussed it with your wife since 
that time? 

Mr. Dawson. Why, we have discussed it generally. She knew that 
the letters were requested and were being gotten out of the files, and 
I knew they had been requested, but as to specific letters I did not dis- 
cuss them, and I doubt if she knew any specific letters. 

Senator Bricker. Were there any other letters included in the last 
except from Congressmen and Senators ? 

Mr. Dawson. Senator, I think there were some other letters. 

Senator Bricker. What others? 

Mr. Dawson. Sir? 

Senator Bricker. What other letters? 

Mr. Dawson. Well, I think there was a letter in the letters that had 
to do with the appointment of the counsel for this committee from the 
chairman. 

80585—51—pt. 3-37 
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Senator Bricker. Did he have anything to do with the appointment 
of the counsel for this committee ? 

Mr. Dawson. No. That was a committee appointment. 

Senator Bricker. What was the nature of that letter? 

Mr. Dawson. It was just a letter in reply to the chairman of the 
subcommittee regarding his appointment. 

Senator Bricker. Was that the only other letter except those from 
Congressmen and Senators ? 

Mr. Dawson. That is all I recall. 

Senator Bricker. You only recall one letter outside of letters from 
Congressmen and Senators that were included in the list ¢ 

Mr. Dawson. That is all I can think of. 

Senator Bricker. That is al] you can think of now. I wonder why 
they would just pick out the letters from Congressmen and Senators, 
then, if the instructions were to get letters in regard to outside 
influence. 

Mr. Dawson. I expect that there are very few other letters involved. 

Senator Bricker. Very few letters from the outside to RFC ex- 
cept from Congressmen and Senators? 

Mr. Dawson. I am sorry 

Senator Bricker. I asked if there were very few letters from the 
outside to the RFC except from Congressmen and Senators. 

Mr. Dawson. I do not know what is over there in the files. I have 
no way of knowing that, Senator. 

Senator Bricker. The letter from Mr. Harber was not from the 
outside, of course. Does it not seem strange to you that the only 
letters to the RFC would be from Congressmen and Senators in regard 
to loans? 

Mr. Dawson. I do not know what letters the RFC has received on 
loans, but I think that probably the impression was created that the 
senatorial and congressional letters were the ones that were the most 
important in the study. 

Senator Bricker. Was there any indication in the instructions 
that the letters should be limited to those written by Congressmen 
and Senators ¢ 

Mr. Dawson. No. Any information bearing on outside interest 
in loans. 

Senator Bricker. You conclude then that there were no outside 
letters except those that Congressmen and Senators had written from 
the list that was submitted to you? 

Mr. Dawson. I have no way of concluding at all, Senator, and I 
do not know on what basis the study was made or the letters were 
pulled. 

Senator Bricker. You do know about the instructions, though ? 

Mr. Dawson. Yes. 

Senator Bricker. Did you communicate those instructions? 

Mr. Dawson. I did. 

Senator Bricker. Did you say anything about letters from Con- 
gressmen and Senators in your instructions to Chairman Harber? 

Mr. Dawson. The general instruction was with reference to all 
letters, including Senators and Congressmen. 

Senator Bricker. And he only sent one other, and that was his 
own / 
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Mr. Dawson. That is all I recall, Senator. As I say, I did not 
go over the letters. I only read a few that came in at the start, and 
they then began coming in and I had other things to do and they were 
turned over to the President. 

Senator Bricker. | am not talking about your reading the letters, 
I am talking about the nature of the letters, that only those from 
Congressmen and Senators were included. It seems rather an un- 
usual situation tome. Did you draw any conclusion from that at all? 

Mr. Dawson. No. And there m: iv have been other letters, Senator. 
I just do not know. 

Senator Bricker. You only know of one?! 

Mr. Dawson. That is all I have recollection of. I am trying to 
give you my best recollection. 

Senator Bricker. You would not consider that as outside influence 
or an outside letter at all 4 

Mr. Dawson. No. 

Senator Bricker. Then all the letters, so far as you knew, that you 
received were from Congressmen and Senators with the exception of 
the one. 

Mr. Dawson. That is right. But I am not too familiar with the 
letters that were received, Senator. I am not qualified to really ex- 
press an opinion or an answer on that. 

Senator Bricker. You never checked to see whether they complied 
with your request as to letters to be sent 

Mr. Dawson. No. The letters came over and they were turned over 
to the President. 

Senator Doveias. Mr. Chairman, in the record on page 767, you 
will find testimony from Mr. Willett on this point. 

Mr. Dawson. 767, Senator? 

Senator Dougias. 767. There is testimony in the middle of the 
page on the question of who authorized the pulling of the letters and 
what letters. 

Mr. WILLETT. I am going back a little bit. Senator. About a year ago I was 
asked whether we had any congressional letters in the file, and I said we certainly 
did, a lot of them; we get them every day. 

Senator Futsricutr. A request by whom’? 

Mr. WILLETT. By Mr. Dawson. 

Senator Futsricutr. That is about a year ago? 

Mr. WILLETT. About a year ago. 

Senator FuLsricur. When this investigation started? 

Mr. Wiuierr. That is right. About 2, maybe 3. weeks ago Mr. Dawson asked 
me if I had any letters. I said I did, and I sent them over to him 

Senator FuLsrigHT. You sent them to Mr. Dawson about a year ago? 

Mr. WILLET?r. Oh, no. Two or three weeks ago. 

Senator FULBRIGHT. Mr. Willett. did you get letters from other Directors? 

Mr. WILLET?. I did not get any letters from other Directors. I got a few let- 
ters out of the file. 

Senator Futsricut. A few out of the file? 

Mr. WILLErT. Yes, sir; that I kept in my own file. 

Senator FULBRIGHT. Wh: it letters did you get out of the file? 


Mr. Witretr. [ had a couple of letters of yours and a couple of letters of 
Senator Douglas’. 


Senator DovuGLas. I have just submitted, Mr. Willett, a great number of let- 
ters for this record. 
Senator MAYBANK. Why didn’t you get some of mine’ 


Senator Maysank. I said if anybody wants to see mine they are wel- 
come to it. 
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Senator Toney. Mr. Chairman, one more question. 

Senator Futsricur. Did you want to comment on Mr. Willett’s 
statement, Mr. Dawson ? 

Mr. Dawson. Yes: I would be glad to comment on this, Senator, 
thank you. 

That statement has reference to an incident about a year ago when 
this committee was beginning its investigation. At that time Mr. 
Willett told me that a number of the loans that the committee was 
investigating and criticizing had been recommended by Members of 
Congress, and he wondered if it should not be drawn to the commit- 
tee’s attention. I said, well, I thought it would be most appropriate 
to do that and I think that is the way that he got the letters at that 
time. Certainly, I recall that, and I asked Mr. Willett at the time I 
asked Mr. Harber, the Chairman, and it was cleared with the Chair- 
man, if he had any such letters, and he did have a few. 

Senator Futsrignr. Why were not they called to the attention of 
the committee? Why did you not call them to the attention of the 
committee ¢ 

Mr. Dawson. That was not my business. It was an RFC investiga- 
tion, and I do not know that he did not call them to the attention of 
the committee. 

Senator Futsrieutr. He did not, to my knowledge. 

Mr. Dawson. It was my suggestion that it might be of interest to 
the committee, Senator. 

Senator Futsricnr. If it was not your business, why were you dis- 
cussing it with Mr. Willett ? 

Mr. Dawson. He just asked me a personal question with reference 
to general matters, and I told him that I thought of course the com- 
mittee was entitled to know whatever would be helpful to them. 

Senator Futsrient. Why do you think Mr. Willett thought it was 
your business? 

Mr. Dawson. Well, he knew that I had a position in the Government 
that gave me some knowledge about how operations were carried on, 
and I think he valued my opinion. 

Senator Doveras. Mr. Dawson, do you think there was any effort 
made to use these letters as a club to call off the investigation of the 
RFC? 

Mr. Dawson. Senator, I do not. The President’s statement very 
specifically goes into that, if the letters had not been made public they 
would not have been made public, and they have not been made public. 

Senator Futsricnr. I believe you said Mr. Willett values your opin 
ion. Do you not think under those circumstances that you would have 
certain influence with Mr. Willett? 

Mr. Dawson. That was just a matter of getting my viewpoint on 
something, Senator. The fact that he did not give them to the com- 
mittee apparently indicates that I did not have much influence with 
him. 

Senator Bennerr. Do I understand, Mr. Dawson, that you testified 
that you were instructed to call the Chairman, Mr. Harber, with re- 
spect to these letters, and that Mr. Harber then had the letters selected 
and sent over? Did you also call Mr. Willett with respect to some 
letters that might not have been in the general files? 

Mr. Dawson. No; I knew that Mr. Willett was interested in those 
letters about a year ago, and I thought that he perhaps had those 
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letters, and I called him to see if he could lay his hands on them 
quickly. 

Senator Bennett. You called the Chairman, Mr. Harber, and sepa- 

rately you called Mr. Willett. 

Mr. Dawson. And advised the Chairman that I had done so. 

Senator Bennerr. Did you call any of the other Directors ‘ 

Mr. Dawson. No, sir. 

Senator Bennerr. Does not that indicate a closer relationship to 
Mr. Willett than the other Directors? 

Mr. Dawson. No, sir; that indicates that I knew Mr. Willett had 
some knowledge of such letters and that he had worked on them, per- 
haps, a year ago. 

Senator Bennett. It is interesting to me that you can remember 
that you had talked to Mr. Willett a year ago about letters, so you can 

call him this year to suggest that he submit letters, but you cannot 
remember the names of the men vou suggested August J as possible 
candidates for the Board of RFC. 

Mr. Dawson. Senator, that was just a general incident of a year 
ago, and some things stand out in your mind. Now, names are some- 
thing that I do not believe stand out in your mind when you are deal- 
ing with hundreds of them every week. 

Seantor Bennerr. But the matter of letters involving Congressmen, 
that does stand out even after a year. 

Mr. Dawson. ‘That was just a general incident, Senator. There were 
no Congressmen mentioned or Senators mentioned. 

Senator Bennetr. Yes; I know. But the fact of a few letters in 
Mr. Willett’s file is important enough so that after a year you can 
remember and call him up voluntarily and say, “Turn in these letters,” 
but you cannot remember the names of the men last August who were 
being considered as possible RFC eran 

Mr. Dawson. The fact is I did remember 1 

Senator Benner. And it just hap pened “a be Mr. Willett. That 
is not an indication of any closer relationship with Mr. Willett than 
any of the other Directors ¢ 

Mr. Dawson. If another Director had told me the same thing I 
would have remembered that, too, 1 am sure. 

Senator Doue tas. Mr. Chairman, I have no objection to Mr. Daw- 
son sending for copies of all the letters of Senators. I have submitted 
my letters to the committee and they are appended to this record, and 
I suppose it is a perfectly natural and human thing to have a senatorial 
committee investigating things to see that they themselves are clean. 
I do not regard that as any reflection whatsoever, but I think if you will 
look at the record on 767 and 768 when Mr. Willett was testifying 
about these requests by you that he never mentions the fact that you 
wanted to have these letters turned over to Congress—I mean for the 
aid of this committee. It is a fair statement that you wanted those 
letters for your own purposes or for the purposes of the While House, 
and I think that should be made as part of the record, too, because 
there is no evidence to indicate, at least from Mr. Willett’s testimony, 
that your purpose was to furnish us with information which would be 
useful in the investiagtion. There is this fact, combined with certain 
other things, such as the hiri ing of a publicity agent by the RFC and 
spreading of certain rumors about the chairman of the committee 





1742 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


which were false, and I think unfair, which led some of us to believe 
that this evidence was being obtained for other purposes—possibl) 
to cause the members of the committee to pull in their horns. | 
mention that. I have no resentment whatsoever on the matter, but I 
think the record is clear and it should stand. 

Mr. Dawson. Mr. Chairman, I could not hear the Senator too well, 
but I want to make it clear that the letters that Mr. Willett had of 
about a year ago, or whenever it was, I never saw, were never given to 
me at that time. They were just lumped in with the general group 
when they were sent over this time at the President’s request. 

Senator Bricker. Were there any letters from any of the other 
members of the Board sent over with the exception of those of Mr. 
Willett ? 

Mr. Dawson. I just would not know, Senator. I did not go through 
the letters to find out. 

Senator Futsricutr. What was the significance of the letter about 
counsel, Mr. Dawson 4 

Mr. Dawson. I think that the only significance that could be drawn 
from the letter about the counsel would be to the effect that the RFC 
Board at that time thought that other counsel should be employed. 

Senaor Futsrient. Did that have anything to do with the effort to 
try and inspire criticism of the staff director ? 

Mr. Dawson. No, sir. There was no effort to criticize the staff 
director. These letters were never made public. There was never 
any plan to make them public. 

Senator Fu.sricHtT. Were you the source of rumors or statements of 
fact with regard to the Dee Cee Corp. Did that emanate from your 
office ? 

Mr. Dawson. It did not. 

Senator Futsricut. Do you know who did spread that—— 

Mr. Dawson. I do not. 

Senator FuLsrignt. You know it was published. 

Mr. Dawson. I saw it in the papers. 

Senator FutsrignHr. How do you account for it if it did not come 
from your office? 

Mr. Dawson. I gathered the impression from reading the news- 
paper article that Mr. Unzicker mentioned it. 

Senator Furericnt. I think that was bandied about prior to Mr. 
Unzicker’s testimony. 

Mr. Dawson. I think, sir; that it came right after his testimony. 

Senator Futsricut. You know, of course, that the Board objected 
in the first instance to some of the committee’s employees, do you not / 

Mr. Dawson. I know that letter is the only thing I know about. 

Senator Futsrient. Since they did, in view of the attitude of the 
Board, is it not reasonable to conclude that perhaps an effort was 
made to discredit both the employees of the committee and the com 
mittee itself 

Mr. Dawson. No effort was made, sir. 

Senator Futsricutr. You do know, however, that this information 
found its way into the press and certain journalists, at least in dis 
cussing it with me, were unwilling to reveal the source of their in 
formation. That is the way the matter was left. 

Mr. Dawson. I do not know where the journalist that talked to 
you got it. 
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Senator Futsrienr. In view of the fact that you were one of the 
yersons who had access to the files, it was quite natural that we might 
on suspected that you were the source of it. 

Mr. Dawson, Senator, I was not the source. 

Senator Fu.pricut. Senator Tobey, did you have a question ? 

Senator Toney. One more question. You testified you read some of 
these letters. How many do you think you read / 

Mr. Dawson. Perhaps 15 or 20. I do not know, Senator. 

Senator Toney. Were they picked letters or just the first letters on 
top! 

Mr. Dawson. The first letters that came up. 

Senator Toney. And after reading and perusing those letters, is it 
your testimony that you failed to find anything in those letters that 
could possibly be construed as indicating there was anything deroga- 
tory or there were any wrong practices on the part of any writer of 
those letters, Senators or Representatives; is that correct / 

Mr. Dawson. Senator, I am not setting myself up to judge the con- 
duct of a Senator of the United States. The letters were in the hands 
of the committee. I think you folks should look into it. 

Senator Tosnry. Let me put the question this way: If there were in 
those letters any evidence showing that Senators or Congressmen were 
getting fees for getting RFC loans, you would have seen it, would you 
not ¢ 

Mr. Dawson. There was no evidence that I saw about fees. 

Senator Tosry. No conduct unbecoming a Senator or Representa- 
tive in those letters, was there ? 

Mr. Dawson. Those letters were written to the RFC having to do 
with the loans, and there was nothing about a fee. 

Senator Tosry. Nothing you would criticize in the content, was 
there? 

Mr. Dawson. I am not criticizing a Senator of the United States. 

Senator Tosry. On what evidence you read, did you see anything 
to criticize on the part of the writer of those letters ? 

Mr. Dawson. The letters were just strong letters urging loans. 

Senator Tosnry. How strong were they 

Mr. Dawson. Well, sometimes they < le loans should be made. 

Senator Torry. That is all, just a belief the loans should be made? 

Mr. Dawson. That is right. 

Senator Tosry. No threat implied or suggested ? 

Mr. Dawson. No threat. 

Senator Toney. No promise made ? 

Mr. Dawson. No promises. 

Senator Toney. No quid pro quo? 

Mr. Dawson. No, sir. 

Senator Tosrey. Clean as a hound’s tooth, in other words? 

One other question, and I am through, Mr. Chairman: 

How did it happen that Mr. David Niles, of the White House “pal- 
ace guard”—excuse me, staff, Mr. David Niles, should take pains to 
contact a former Senator, a man of prominence, to single out one 
member of a committee to lay off Donald Dawson. I think this com- 
mittee ought to feel slighted. Why was I chosen alone / 

Mr. Dawson. Senator, I do not know. 

Senator Torry. Did he tell you why ‘ 

Mr. Dawson. No, sir. 
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Senator Toney. You do not have any idea why ? 

Mr. Dawson. No, sir. 

Senator Toney. Thank you very much. 

Senator Futsricur. Mr. Dawson, I had not quite completed the 
questions about Mr. Skiles. 

Did you either directly or indirectly indicate to any of the Direc 
tors of the RFC that you approved of Skiles or disapproved of 
Glidden ? 

Mr. Dawson. My conversation with the Chairman when he called 
me about Mr. Skiles was for him to take whatever action in his judg 
ment was required and to do whatever was necessary as a result of 
what he found out. 

Senator Futsricutr. That answer is not responsive, Mr. Dawson. 
Can you not answer a little more on the question? I will read it 
again. 

Did you either directly or indirectly indicate to any other Directors 
of the RFC that you approved of Skiles or disapproved of Glidden? 

Mr. Dawson. No; L have no recollection of that. 

Senator Futsricur. You did not? 

Mr. Dawson. No; I have no recollection of talking about Mr. Glid- 
den at all to the Directors. 

I have no recollection of talking to the Directors about Mr. Glid- 
den at all, Senator. 

Senator Futsrienr. Or Mr. Skiles. 

Mr. Dawson. I talked to Mr. Willett about Mr. Skiles. He knew 
that I was a good friend of his. 

Senator Futsrigut. Do you think that the Board of Directors 
should have taken any action in this matter ? 

Mr. Dawson. I do not know all the facts in the case, Senator. There 
was a dispute there, there was a local issue. I do not want to become 
involved, and I do not know the facts. 

Senator Futsricnur. You knew that it caused a very difficult situa- 
tion in the Dallas agency, did you not? 

Mr. Dawson. Yes; I was aware of that. 

Senator Futsricgutr. We read a moment ago where Mr. Willett in- 
formed you, or told you about the report that the RFC’s own investi- 
gating division made. 

Mr. Dawson. That is right. 

Senator Fu.tsriegutr. You cannot say whether or not you think action 
should have been taken by the Board ¢ 

Mr. Dawson. I think a disposition of the case should have been 
made; yes, sir. 

Senator Futsricut. What action do you think should have been 
taken ? 

Mr. Dawson. I do not know. I thought that was the original ques- 
tion. I do not know what action should have been taken. 

Senator Futsricnutr. Can you think of any reason why the Board 
of Directors was so reluctant to take immediate action in this case? 

Mr. Dawson. No, sir: I cannot. 

Senator Futpricnt. Do you think that Skiles’ repeated statements 
indicating a close friendship with you might have had anything to 
do with the attitude of the Board ? 

Mr. Dawson. I do not know what the attitude of the Board was, 
but Mr. Skiles was in Texas, and I do not think he had any communi- 
eation with the Directors. 
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Senator Futsricur. Did it ever come to your attention that Skiles 
was trading on your alleged friendship with him? 

Mr. Dawson. No, sir; it did not. 

Senator Funsricur. It did not; or did it come to your attention that 
he was using the prestige of your office to threaten and to brow- 
beat those in the agency who opposed him ? 

Mr. Dawson. No, sir; I did not know about that. 

Senator Futpricutr. You did not know about that. 

Mr. Dawson. No. 

Senator Fu.sricut. You know about it now, do you not? 

Mr. Dawson. No; I do not know what Mr. Skiles was doing there. 
From the testimony, he had some conversation with agency employees, 
but whether it was threatening them or browbeating them, I do not 
know. 

Senator Futsrient. Did you read the report which Mr. Willett 

called to your attention, that is the report of Mr. Cotter? 

Mr. Dawson. No; I did not have the report. He called me and said 
that Mr. Skiles was subject to investigation there. 

Senator Futsrienr. In your own statement you quote Mr. Cotter 
as an authority for a partic ular statement of your own; that is on page 
8 of your mimeographed statement. 

Mr. Dawson. That was with reference to making the investigation. 

Senator Futsricutr. You did not follow up and read the report and 
you know nothing about the report that Mr. Cotter made? 

Mr. Dawson. No, sir. 

Senator Futpricur. Did you ever discuss the difficulties in the 
Dallas office with Mr. Skiles/ 

Mr. Dawson. Mr. Skiles wrote me that he was unhappy there and 
would like to have another position. He may have communicated with 
me on another occasion about it. I knew he was unhappy there, 
Senator. 

Senator Fuisricut. What was said in the discussion ? 

Mr. Dawson. Just generally that he was not getting along with the 
agency manager and thought he ought to get out. 

Senator Futsrigut. Did Mr. Skiles call you on the telephone while 
Mr. Cotter’s investigation was in process in Dallas? 

Mr. Dawson. Not that I recall, Senator. 

Senator Futsricgur. What is Mr. Skiles doing now? 

Mr. Dawson. I do not know, Senator. 

Senator Futsrigur. Have you recommended him for any other 
position ? 

Mr. Dawson. I have not. 

Senator Futsricur. Have you read any of the hearings of this sub- 
committee which contain testimony of Mr. Skiles and Mr. Glidden? 

Mr. Dawson. Yes, sir. 

Senator Fu.tsricutr. Would you like to make any comment on that 
testimony 4 

Mr. Dawson. No, sir; I have commented on the testimony in the 
statement that I made. 

Senator Funsricur. Are there any inaccuracies in it that you 
know of ? 

Mr. Dawson. Well, I would not care to make a comment on that 
one way or the other without going over it thoroughly. 
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Senator Futsricnt. You read it, and as far as you are concerned, 
nothing in it struck you as being inaccurate 4 

Mr. Dawson. I am just not going to comment on that, Senator. I 
do not have that detailed recollection of it. What I am concerned 
about in these hearings is how they affect me. 

Senator Futsricut. That is what we are interested in, too. 

Were you consulted when the RFC Board decided to transfer Mr. 
Glidden from Dallas to Houston last December ? 

Mr. Dawson. No, sir. 

Senator Futsrieutr. Were you consulted about the other changes 

agency managers which were made about that time? 

Mr. Dawson. No, sir. 

Senator Futsricut. How do you account for that ? 

Mr. Dawson. Well, I think they just decided to go ahead and do 
it and work out a reorganization plan, and they did it. 

Senator Futsricut. I mean, it had been customary, shortly before 
that time for them to consult you about such matters, had it not ? 

Mr. Dawson. I am not sure just what the reorganization plan 
covers, whether it is an appointment of new managers or just a shift of 
old managers. It was never customary to consult regarding a shift 
of old managers. 

Senator Futerieut. For example, Mr. Eckfeld was fired in Detroit. 
Was it not customary prior to this time to consult you because that 
was a political appointment, was it not ! 

Mr. Dawson. As I understand it, a new man was shifted in there 
who was an old RFC employee, and that kind of matter would not be 
normally cleared. Interagency transfers were not normally—— 

Senator Futsrieut. Mr. Eckfeld, though, had been there for many 
years and he was relieved, he was removed. Was that an action which, 
prior to that time, they would consult you about ? 

Mr. Dawson. No, sir. 

Senator Futsrient. Mr. McGrath was moved there from Boston, 
as you probably know. Mr. Hudson was fired in Denver. Were you 
consulted about that? P 

Mr. Dawson. No, sir. 

Senator Futsrieut. Do you know why he was fired ? 

Mr. Dawson. No, sir. 

Senator Futsrienur. Can you account for the apparent change in 
policy that prior to that time you would have been consulted; and 
why were you not in this case? 

Mr. Dawson. The policy of organizing an agency for its operations 
never was cleared with my office or coordinated with it. The people 
that were shifted into the positions were RFC employees. They never 
had been checked. 

Senator Fu.sricut. Mr. Dawson, when Mr. Skiles told you or wrote 
you he was unhappy about his situation in Dallas, did you advise him 
to stay on and you thought it could be worked out to his satisfaction ? 

Mr. Dawson. I do not recall my conversation with Mr. Skiles. I 
know that he was unhappy there; that he wanted to get out; that I 
tried to get him a job, and that is all there was to it. 

Senator Furipricut. In reading this report, that is, the hearings, 
would you not say it is a fair conclusion to draw from all that testi- 
mony that Mr. Skiles was very largely responsible for the situation 
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there and that his ability to maintain his position was due to his 
relationship with you ? 

Mr. Dawson. I would not, sir. 

Senator Futsricur. You do not think that is a fair conclusion ? 

Mr. Dawson. No, sir. 

Senator Fu.srieur. Have you read Mr. Willett’s testimony and 
Mr. Skiles’? 

Mr. Dawson. Read parts of it; yes, sir. 

Senator Fuisricutr. On page 639 of the printed hearings I wanted 
to read an excerpt there from a letter to Mr. Young written by Mr. 
Skiles: “Talked to both of them again today and Snuffy says”’—who 
is Snuffy ? 

Mr. Dawson. I think that is Donald Smith. 

Senator Futsrigur. Who was then the Personnel Director of RFC. 

Mr. Dawson. That is right. 

Senator Futpricur (reading) : 

Talked to both of them again today, and Snuffy says he hasn’t had a chance 
to look at the job sheet I sent him over 5 weeks ago. I would appreciate it if you 
will tell him to either s - or get off the pot. This reminds me of some of 
the stuff I got in the Army, and I'm getting more disgusted every day. All I 
want them to do is give me a “yes” or “no” answer. If the answer is “no,” I in- 
tend to start turning every stone to get the Commerce job or some other plum. 
By the way, what does Ed Willett think about the situation? He left the 
impression with me that he was interested when I was there in October. 

Gene and I have been getting together regularly since you were here— 


What is your interpretation of that letter ? 
Mr. Dawson. I cannot be positive on this, but what T think it has 
to do with is the salary increase, or grade increase that Mr. Skiles was 


interested in at that time. 

Senator Fu.sricur. You were aware of the fact, and so, of course, 
was Mr. Skiles—I shoutd say you were familiar with the situation in 
that agency as described in the investigation by Mr. Cotter’s people, 
were you not 

Mr. Dawson. Yes; Mr. Willett had told me Mr. Skiles was not do- 
ing the job he should do down there, in his judgment. 

Senator Futsricur. It would seem to me that it would be perfectly 
evident from that investigation on Mr. Skiles was being retained 
because of his friendship for you, or your friendship with him, would 
it not? 

Mr. Dawson. That is absolutely untrue, Senator. There are five 
Directors on the Board of the RFC, and it takes their action to effect 
any personnel transaction or change. I had nothing to do with Mr. 
Skiles’ being retained there. t 

Senator Funsricutr. I would think from the testimony that we 
have had that one determined Director could prevent action if he was 
determined about it, whereas it is true it normally took three to take 
aflirmative action. We did have examples where, of course, two mem- 
bers approved a loan, for example, as in the Texmass loan, but you 
and I both know that in matters of this kind the Directors talk it over, 
and they are reasonable people, and if they think someone is inter- 
ested in a matter, such a man as Mr. Skiles could be very influential. 

Mr. Dawson. Mr. Chairman, on that I bring you back to what I 
told the Chairman, that I was not interested in what decision was 
made. It was up to them to make the decision on the merits, and I 
told the Chairman that. 
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Senator Futsrient. Mr. Dawson, have you read the testimony of 
Mr. Walter Dunham given before the subcommittee on March 7, 1951? 

Mr. Dawson. I have read parts of Mr. Dunham’s testimony. I do 
not know just what part that is. 

Senator Futsricut. I want to read you an excerpt from Mr. Dun- 
ham’s prepared statement, and I want you to comment on it. This ap- 
pears on page 1305 of the hearings. You had access to the transcripts 
of the hearings, did you not? 

Mr. Dawson. Yes, sir. 

Senator Futpricnr. 1305 will be the page when the rest of the 
record is printed. I want to read it to you and ask you to comment 
on it. This is Mr. Dunham’s prepared statement before the com- 
mittee: 

Upon my arrival in Washington I went through Mr. Donald Dawson to meet 
the President. After my appointment Mr. Dawson told me that top personnel 
matters of the RFC should be cleared through the White House. Because he 
was the only White House official I knew _I assumed that meant such matters 
should be cleared through him. As will be noted later herein I subsequently 
contacted him on other matters. 

Mr. Dawson introduced me to Mr. Willett, a fellow Director, stating that the 
White House had great confidence in Mr. Willett who had come up through the 
ranks of the RFC, and that I would find Mr. Willett’s help valuable in becom- 
ing acquainted with my new duties. 

I find from a check with my diary that on March 25, 1949, 4 days after my 
appointment, Mr. Windham called at my office with Mr. Merl Young. To my 
knowledge that was our first meeting. 

I found soon after taking office that Mr. Dawson, Mr. Young, Mr. Windham, 
Mr. Jacobs, and Mr. Willett were all close friends, and that I was obviously 
regarded as a new member ef their social group. I knew that Mr. Jacobs 
was active in the Democratic Party and had some degree of White House entre. 
My impression was that the group was solely interested in the welfare of the 
Truman administration and that any RFC interest they had was along this line. 

Would you comment upon that statement? 

Mr. Dawson. I know that Mr. Willett was the man in whom we had 
great confidence and the other Directors were likewise. As to being 
a member of a social group with Mr. Dunham, I do not know what 
he had reference to there, except for the fact that I was friendly 
with the men that he mentions and I did see them on occasion. Mr. 
Dunham was present, too. There was no social group in the Senator’s 
connotation that can be given to it. 

Senator Futsrieut. Would you say that statement is an accurate 
statement as to what transpired upon his arrival in Washington ? 

Mr. Dawson. I do not recall the events, Senator. He came to 
Washington, he met Mr. Willett; I, did see Mr. Dunham, he saw 
the others that are mentioned. 

Senator Futsrient. You introduced him to Mr. Willett. All I 
mean is, is that a fair statement of what happened ¢ 

Mr. Dawson. I can only say, generally, that it is true, but as to 
any sinister meaning that you give to a social group, that is abso- 
lutely untrue. 

Senator Futsrienr. I do not give it any meaning. 

Mr. Dawson. I want that to be made clear. 

Senator Futsrieur. I am just asking you is that a fair statement of 
what happened ? 

Mr. Dawson. Well, I think the way it is used indicates that there 
is something untoward there. 
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Senator Furzricut. Well, this is a statement by Mr. Dunham made 
voluntarily under oath. I am not using it in any way. I am merely 
trying to ascertain whether or not you challenge it. Is it a mis- 
statement ? 

Mr. Dawson. It is a statement of fact that he met Mr. Willett, 
that he joined with others in having lunch, and so forth. 

Senator Fursricnr. Did you tell Mr. Dunham that all top RFC 
personnel assignments were to be cleared with you at the White House ? 

Mr. Dawson. No, sir. My recollection of that conversation, and 
it is only general, was that we would like to have key appointments 
cleared at the White House through my office. I have explained why 
that was before. 

Senator Futsricut. In the hearing on March 7, Senator Douglas 
asked Mr. Dunham if the recent promotions of Mr. Arthur Merritt 
and Mr. Donald Smith had been cleared with you. I will read you 
Senator Douglas’ question. This will be page 1360 of the printed 
record : 

Senator Doveias. Mr. Dunham, recently Mr. Arthur Merritt has been made 
General Manager of the RFC and Mr. Donald Smith Assistant General Manager. 
Were those appointments cleared with Mr. Dawson? 

Mr. DunuHAM. I do not know, Senator. I do not know. 

Is it not true, Mr. Dawson, that these appointments were not only 
cleared with you but that they originated with you ¢ 

Mr. Dawson. They were not. 

Senator Futsricnr. Can you tell us where they originated ? 

Mr. Dawson. I cannot. 

Senator Futsricur. You say vou do not know anything about it? 

Mr. Dawson. I do not. 

Senator Futsricgur. You said a moment ago in your statement 
that Mr. Donald Smith is not a successor of yours as personnel 
manager. Is that true’ What did you mean by that ? 

Mr. Dawson. He did not immediately succeed me. Frank Elliott 
succeeded me. Mr. Smith was appointed after Mr. Elliott had been 
on the job something over a year. 

Senator Funpricur. Oh, I see. You mean there was a lapse of 
time between his—— 

Mr. Dawson. The impression was created that I had something 
to do with his taking the job. 

Senator Funsriaur. Well, did you not é 

Mr. Dawson. Not as my successor; and I do not recall it was ever 
discussed with me when he went into the job. Frank Elliott told me 
that he had recommended him for the job. 

Senator Futsrtenr. Is he not a close friend of yours? 

Mr. Dawson. He certainly is. 

Senator Funtsricur. Why, if you would ask Mr. Dunham to clear 
top personnel appointments with you, on the one hand, do you now, 
on the other, assert that you had nothing to do with appointment of 
the top personnel man? It seems to me quite inconsistent, 

Mr. Dawson. I just was not asked, Senator. 

Senator Futsricur. It just happened that way ‘ 

Mr. Dawson. That is correct. Now. there is a distinction between 
hew appointments, Senator, and interagency appointments. In the 
case of Mr. Smith succeeding Frank E liott, he was an employee and 
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he moved up the ladder. That ordinarily is not the kind of transac- 
tion that is cleared. It is a case of promotion. 

Senator Fuisricur. Do you think the change from Personnel 
Director to Assistant General Manager is just moving up the ladder’ 

Mr. Dawson. That was not discussed with me. 

Senator Futsrient. What? 

Mr. Dawson. That was not discussed with me. 

Senator Futsricur. It was not? 

Mr. Dawson. No, sir. Donald Smith told me—— 

Senator Fursricut. Would you consider that moving up the 
ladder ¢ 

Mr. Dawson. Yes. 

Senator Futsrient. Is it not quite a change / 

Mr. Dawson. That is a change within the organization, and not 
the type that was ever discussed. ‘They never discussed the transfer 
of people within the agency with me. 

Senator Funsricnt. That is a complete change in the character 
of his duties, is it not? 

Mr. Dawson. In a way. The assistant manager, I should think, 
would have a great deal to do with personnel administration, and 
I think, at least in most organizations, | do not know how the RFC 
reorganization had worked out, the Personnel Division is under the 
General Manager and reports directly to them. 

Senator Fu.tsricgutr. Do you think, Mr. Dawson, that Mr. Merritt 
and Mr. Smith are qualified by experience and training to be General 
Manager and Assistant General Manager of the RFC? 

Mr. Dawson. | think so. 

Senator Futsrient. You think they are? 

Mr. Dawson. Mr. Merritt as General Manager and Mr. Smith as 
Assistant General Manager. 

Senator Futsrienr. They had had no responsibilities comparable 
to that prior to this time, had they ¢ 

Mr. Dawson. Mr. Merritt had had broad experience in that field, 
Senator, over a period of many years, and Mr. Smith had had excellent 
experience in the personnel field and he knew the organization of the 
Corporation, he knew the workings of the Corporat ion, he knew how 
things were done. It is conceivab ple to me that there might have been 
more than one assistant man: iger as time went on. It is true in most 
agencies they have a general manager and maybe two or three assist- 
ant managers, and they each have a subject matter field, and ordinarily 
the different divisions report up through the assistant general man- 
agers, or the corresponding position. 

Senator Furprianr. Did you tell Mr. Dunham it would be necessary 
for him to work in harmony with the Democratic National Committee / 


Mr. Dawson. No, sir; I did not tell him it would be necessary for 


him to do that. 

Senator Futsricnr. Then that is a misstatement ? 

Mr. Dawson. Well, here is the way that developed, Senator, as 
near as I can recall, and I can only tell you substantially what occurred. 


I do not remember exactly, but when Mr. Dunham was interviewed he 


was interviewed as a Republican. He was asked if he could work in 
cooperation with the Democratic administration, or would he be an 
tagonistic to the aims and ideals of a Democratic administration. It 
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is necessary for anybody that goes on a commission to work is harmony 
and in cooperation with the Congress that sets up the organization, 
with the administration that is responsible for its administration and 
with the other members of the Board. That is all that was meant by 
that. 

Senator Futsricut. Have you read the excerpts from Mr. Dunham’s 
office records which refer to his contacts with the Democratic Na- 
tional Committee ? 

Mr. Dawson. No; I have not read them, other than to just generally 
look at them. 

Senator Futsrieut. They were in the galley proofs which were sent 
to the White House some weeks ago. They will appear at page 1389 
of the printed hearings. I wondered if those reflected the kind of 
harmony that you had in mind when you discussed the matter with 
Mr. Dunham. 

Mr. Dawson. I have not read them; I do not know what they reflect. 

Senator Futsricur. Mr. Dunham testified that you did not look 
with equal favor on the various Directors of the RFC. In fact, Dun- 
ham understood that there was ill feeling between you and Mr. Hise. 
I will read you some of the excerpts from Mr. Dunham’s testimony, and 
then I would like to have your comments on them. 

This will be on pages 1319 and 1520 of the printed record: 

Mr. DuNHAM. Mr. Dawson introduced me to Mr. Willett, a fellow Director, 
and stated that the White House had great confidence in Mr. Willett who had 
come up through the ranks of the RFC and that I would find Mr. Willett’s help 
valuable in becoming acquainted with my new duties. 

Senator DoveLas. Mr. Dunham, at this time Mr. Hise was Chairman of the 
RFC, 

Mr. DUNHAM. Yes, sir. 

Senator Doueias. Did you think it was curious that Mr. Dawson should put 
you in contact not with the Chairman but with a subordinate member of the 
RFC and single him out as a man in whom the White House had confidence? 

Mr. DUNHAM. My first introduction was to Mr. Willett, and it was explained to 
me that there was ill feeling between Mr. Dawson and Mr. Hise. 

Senator Doveias. But not between Mr. Dawson and Mr. Willett. 

Mr. DuNHAM. That is right. 

Senator DouGLas. What was said about the bad feeling between Hise and 
Dawson? 

Mr. DuNHAM. Nothing, except that it existed. 

Senator CaPeHART. Who told you that—Mr. Dawson? 

Mr. DuNHAM., I cannot say at this testimony whether Mr. Dawson or Mr. 
Willett told me that. 

What comment do you have to make on that? 

Mr. Dawson. I cannot understand why Mr. Dunham would make a 
statement like that as coming from me. I do not know where he got 
such information. I do not go around telling people that I am mad 
at somebody else. 1 think that the impression he got arose from the 
fact that Mr. Hise, perhaps, the chairman at that time, felt that I 
had something to do with the candidate that he had recommended not 
being appointed. I did not have anything to do with that gentleman 
not being appointed, but I think he blamed me for it. Now, whether 
that is the basis for the ill feeling that Mr. Dunham talks about, I do 
not know. Asa matter of fact, my relations with Mr. Hise were always 
cordial. I saw him at a social gathering not long before he left the 
city. I had lunch with him and others not long before that. I just 
simply cannot understand why a statement like that would be made. 

Senator Bricker. Who was it that he recommended that he felt you 
would turn down / 
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Mr. Dawson. Senator, that is a matter that I think involves my 
confidential relationship with the President and I should not be asked 
that question. 

Senator Fursricur. I should like to read one other question that 
will complete that series that I just read. This is on page 1824, 
Senator Douglas speaking to Mr. Dunham: 


Senator Dovcias. Was not the effect—my question does not concern mo 
tives; it concerns the facts—would not that be the result, undermining the 
position of the Chairman, if you were told that you should clear top personne! 
matters with the White House and there was a feeling of animus between 
Dawson and Hise? Would not the effect of that inevitably be to undermine the 
pesition of the Chairman? 

Mr. DuNHAM. Well, let us say that it was not a thing of benefit to the RFC 

Do I understand your testimony to be that that is not true and that 
you were comparatively friendly to Mr. Hise ¢ 

Mr. Dawson. That is true. Now I think the statement you have just 
read confuses the issue a little bit. Mr. Dunham was not in the posi- 
tion of the Chairman. Mr. Dunham was not a man on the Board that 
would be clearing personnel ap pointenents. My conversation had to 
do with him, as I recall, was that the Board should clear the appoint- 
ments, not Mr. Dunham. 

Senator Futsrigur. Mr. Dunham had the impression that he was 
to clear it with you? 

Mr. Dawson. I do not know how Mr. Dunham could have gotten that 
impression, because he was not responsible for the appointments. 

Senator Funsricur. He apparently had the impression that you 
were not very friendly with the Ch: airman and, therefore, I assume, 
he was to treat you as the Chairman. 

Mr. Dawson. I think that that is explained on the face of it, Sen- 
as that Mr. Dunham was not in a position to clear appointments, and 

I do not think he so construed it. It was an organization, proposi- 
tion, not an individual Board member matter. 

Senator Futsrieur. I read to you a moment ago a statement on 
page 1305 in which Mr. Dunham says, and this was his prepared 
statement, is was not an off-the-cuff statement, it was one which he 
labored over, I am quite confident, and he presented it to the 
committee. He says: 

After my appointment, Mr. Dawson told me that top personnel matters at 
the RFC should be cleared through the White House. 

I do not see anything equivocal about that statement. 

Mr. Dawson. That means that the RFC should clear the appoint- 
ments, not Mr. Dunham should clear the appointments. 


Senator Futsrienr. With regard to your relations with Mr. Hise, 


will you tell the committee why you did not reappoint him in August 
of 1950? 
Mr. Dawson. I had nothing to do with the final decision made by 


the President. He makes the nominations, and that was his decision. 
Senator Futsrient. Did you recommend that he reappoint Mr. 


Hise ? 
Mr. Dawson. I recommended it. 
Senator Furesricur. You did? 
Mr. Dawson. Yes, sir. 
Senator Fu.tsricutr. You are sure about that? 
Mr. Dawson. I am positive about that. 
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Senator Futsricur. Did you recommend the reappointment of Mr. 
Gunderson ? 

Mr. Dawson. I did. 

Senator Futsrigntr. Can you give any reason to the committee why 
they were not reappointed / 

Mr. Dawson. No. I was not present when the decision was made. 
I was informed of the decision by someone else. I did not talk to 
the President about it. He had had the papers on his desk, as he has 
the papers on his desk regarding all appointments. He makes the 
decision. 

Senator Futsricur. Did you say you could not recall, or can you 
recall submitting any names other than the reappointment of the 
existing Board ¢ 

Mr. Dawson. Yes; other names were submitted. 

Senator FuLpsricnt. How do you consider it is true that your 
recommendation—you simply submitted his name along with all these 
other names, including the three new ones who were appointed; is that 
correct ¢ 

Mr. Dawson. No. The decision was made not to reappoint them, 
and then new candidates were submitted. 

Senator Futsrienr. Oh, there were two steps; is that right ? 

Mr. Dawson. That is right. 

Senator Fuusreur. Then is it correct to say that you submitted 
the whole Board, and then it was decided not to reappoint them and 
then you again submitted new people; is that what happened / 

Mr. Dawson. That is correct. 

Senator Fuisricur. You could not indicate why Mr. Hise was 
not reappointed / 

Mr. Dawson. No. si 

Senator Futsricur. As a general rule, does the President appoint 
his nominees according to the recommendations which you make 4 

Mr. Dawson. Well, I do not have any statistics on that, Senator. 
Sometimes he does and sometimes he does not. 

Senator Futsrieut. Mr. Dawson, do you not really consider it is an 
unwarranted interference in the affairs of the RFC for you to advise a 
new Director that one of his associates on the Board is looked upon 
with favor in the White House and another is not ? 

Mr. Dawson. I did not recall that Mr. Dunham said he was looked 
upon with favor. 1 think he said that we had confidence in him. 1 
do not think that is an unwarranted statement at all. 

Senator Futsrieur. You think that is perfectly proper? 

Mr. Dawson. I certainly do. 

Senator Futsricur. A moment ago you said that Mr. Cy Bevan 
recommended Mr. Dunham, I believe, to you; is that right ? 

Mr. Dawson. Yes: he wrote a letter recommending him. 

Senator Futsricur. Did anyone else recommend him ? 

Mr. Dawson. He was subsequently recommended, I believe, by the 
present Democratic National Committeeman. 

Senator Futsrientr. Did Mr. Merl Young have anything to do with 
his appointment ? 

Mr. Dawson. Not that I know of. 

Senator Futpricur. Did he discuss it with you at any time? 


51—prt 
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Mr. Dawson. As far as I know, Mr. Merl Young did not even know 
anything about Mr. Dunham’s appointment. 

Senator Fuisrient. Did Mr. Rex Jacobs or James Windham 
recommend Mr. Dunham? 

Mr. Dawson. No; they did not. 

Senator Futsricut. Could you tell us what type of a thing, aside 
from personnel matters, the White House would be interested in being 
cleared there that comes up in RFC? 

Mr. Dawson. Well, my field of operation has to do with personnel in 
the main, and that is the only thing I would have anything to do with. 

Senator Futericur. At one time, Mr. Dawson, Mr. Dunham dis 
cussed with you the prospect that Merl Young would be separated 
from the Lustron payroll in order to accomplish certain necessary 
economies. The subcommittee could not understand why it was neces- 
sary that this be discussed with you, and by you with the President. 

Can you enlighten us on this matter? 

Mr. Dawson. I think I can, Senator. Mr. Dunham called me, as he 
testified, and said they were going to have to effect some economies in 
the Lustron Corp., and that in so doing Mr. Young would likely be 
eliminated but, he said, the president of the Lustron C orp. said that he 
could not be eliminated because of White House pressure. When 
that information came to me I thought that the President ought to 
know that people were saying that they could not be fired because the 
White House had put pressure on them. I so told the President, and 
he said you tell them to do what is right. 

Senator Futsricur. How do you think Mr. Dunham came to believe 
that it was necessary to discuss it with you? 

Mr. Dawson. I think he wanted to report that people were saying 
that White House pressure was causing people not to be fired. It is 
just what you are looking into in this committee. 

Senator Fursriur. You do not think he really believed it was 
necessary to clear it with you, he was simply reporting this as an 
objective observation 4 

Mr. Dawson. I think that is what he was reporting, that people 
were saying that. 

Senator Futsricut. I will read for the record from Mr. Dunham’s 
statement. This is on page 1306: 

I immediately contacted Mr. Dawson, the only man I knew at the White 
House, and the results encouraged my high opinion of Mr. Dawson’s motives 
and therefore of those of his close friends who had become my friends. I told 
Mr. Dawson that I had been informed that certain economies could not be 
made at Lustron because of the harm that might befall Mr. Young. Mr. Dawso1 
subsequently informed me that the President said to go ahead and do whatever 
was best regarding Lustron and without regard to the status of Mr. Young. 

Mr. Dawson. If you will go on further, Senator, and read down 
several pages, maybe, you will have to get the fact that Mr. Strand 
lund said that he could not be fired because of White House pressure. 
I think that ought to be included, too. 

Senator Futsricgutr. On page 1529: 

Senator DovuGLas. When you found out that Strandlund was saying, “If you 
compel me to make economies I will fire Young and that would have a bad effect 
on the White House,” you got in touch with Mr. Dawson? 

Mr. DuNHAM. Yes. sir 


Senator Doueias. Mr. Dawson did not reply immediately, but checked with 
the President and later—— 
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Mr. DuNHAM. Whatever he did. He did not reply immediately ; yes, sir. 

Senator Doveias. But he told you that the President said to go ahead and 
do what was best without regard to what happened to Mr. Young? 

Mr. DunuaAm. That is right. 


Mr. Dawson. It is necessary to read a little further to get the point 
that I make, Senator. 
Senator Futsrieur. All right. 


Senator DouGLas. So there was not pressure put upon you from the White House 
to retain Mr. Young? 

Mr. DunnAM. That is right. 

Senator Doueias. And you were told to make the operatin 
though the results would be adverse to Mr. Young? 

Mr. Dunuam. That is right. 

Senator Frear. Mr. Dunham, in this first paragraph on page 3, when you imme- 
diately contacted Mr. Dawson regarding Mr. Strandlund, you say, “The only 
man I knew at the White House.” I assume you mean other than the President? 

Mr. DuNHAM. Oh, of course. 

Senator Frear. You had met the President previously ? 

Mr. DuNuAM. I met the President previously. At that 
Mr. Connelly or Mr. Steelman or anybody else. 

Senator Doucias. Mr. Dunham, there is one thing that is very mysterious to 
me. Here is a man who is employed in a private concern at $18,000 a year. You 
were told that if economies are made he is going to lose his job, and that will 
not be liked at the White House. 

You think this is a matter of sufficient importance to talk to tl 
secretary. He does not give you an immediate answer. 
mind thinking that the White House could possibly be 
going to happen to this man’ 

Mr. DuNuAM. Well, sir, bear this in mind: I knew nothing about the reason 
for his connection with this company. Certainly he was not hired be 
an expert in prefabricated houses, and I knew not why he 
was there when Larrived. Of course, I would check 
that at the time did not seem too important. 
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Mr. Dawson. You will have to go on further, Senator. 

Senator Funtsrigur. What point do you have in mind ? 

Mr. Dawson. There is a point there that Mr. Dunham says “Tao 
not think that Mr. Strandlund should have made that statement.” and 
then he goes into the statement that he could not be fired because of 
White House pressure; and that is the point, Senator: People should 
not be talking that way. 

Senator Funtsricur. I thought I read that. 

What interests me is why did Mr. Dunham feel it was necessary to 
clear it with you before they did fire him ¢ 

Mr. Dawson. Why, I think the very thing I said, Senator: That 
people were saying people could not be fired because of White House 
pressure. 

Senator Futsriaiutr. Would not they normally, just to show that it 
Was not so, go ahead and fire him without coming over and discussing 
it with vou? 


Mr. Dawson. I think he wanted it known that people were saying 
that. 

Senator Futsrigut. Why did you see the President about it?) Why 
did you feel it necessary to clear it before you gave him this clearance # 

Mr. Dawson. It was not a question of clearing it. I just wanted the 
President to know about it. 

Senator Futsricgutr. As a matter of fact, did they fire him? 

Mr. Dawson. I do not know. I think he resigned. 

Senator Futericur. You know that they did not fire him; do you 
not / 
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Mr. Dawson. I think he resigned; yes. 

Senator Funpricutr. Sometime later. 

Mr. Dawson. I do not know when this incident took place; as a 
matter of fact, Senator, you will have to refresh my memory on that. 

Senator Futsrigut. Did you have anything to do with the original 
employment of Mr. Young? 

Mr. Dawson. I did not. 

Senator Futsricur. Mr. Dawson, is there any reason why the Whit 
House would be any more interested in one loan application than 
another ¢ 

Mr. Dawson. I do not know from what standpoint you ask that 
question. There might be certain instances where a matter of public 
interest would be involved. That is just a question you would have 
to consider on each individual case. 

Senator Futsrigutr. On page 1331, I read this: 

Senator Capenart. Mr. Dunham, you say in the third paragraph of page 3 

“The Lustron case was a matter which worried me considerably. I am sur: 
I discussed it with Messrs. Dawson, Jacobs, Windham, and Young whenever ws 
were together, which was usually when Mr. Jacobs came to Washington an 
invited us to dinner.” 

Did the White House have any particular interest in that loan? 

Mr. Dawson. Not as far as I was concerned, Senator. 

Senator Futsricur. Is there any occasion for White House inter 
est in any particular application where it would have any effect on 
the RFC 

Mr. ae son. Are you asking me that question / 

Senator Futsrianr. Yes, sir. 

Mr. Dawson. You will have to ask the RFC that. T do not know 
what effect the recommendation from any source has on them. 

Senator Futsricnr. As far as you are concerned, do vou think 
does or not? ° 

Mr. Dawson. It has been my observation that any recommenda 
tion that is submitted gets careful consideration, but I have not ob 
served any Government agency falling over backward to do some 
thing just because the White House recommends it. As a matter 
of fact, 1 think the contrary is true. I think that when a recon 
mendation is made from the White House the agency takes particula: 
pains to see that the matter is proper and in order so that everything 
will be in order, and there will be no embarrassment as a result of 
White House call. 

Senator Furpricntr. Have you ever attempted to exercise any influ 
ence on the RFC in any matters of policy or in connection with an) 
loans ¢ 

Mr. Dawson. No, sir. 

Senator Futsricut. Have you ever discussed such matters with any 
directors of RF( 

Mr. Dawson. No, sir. I remember incidental conversations that I 
have had purely as a nfatter of general interest. I recall one conversa 
tion that had to do with the fact that the RFC was now required to 
live within its income, and its income had to be whittled down con 
siderably ; therefore, it would have to do something to increase income 
or cut expenses, and the question of interest rates came up. There 
was just a general discussion, a matter that anybody would be talking 
about. 
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Senator Futsricur. Who was that discussion with ? 

Mr. Dawson. I had that discussion with Mr. Willett. 

Senator Futsricur. Could you give any other examples of any dis- 
cussion with him? Have you ever discussed any loans with Mr. 
Willett ? : 

Mr. Dawson. I have never dise ussed any loans from the st: undpoint 
of individual cases, as to whether a loan should be made or what the 
merits of the loan was. I referred people to the RFC; I referred cases 
over there, perhaps some to Mr. Willett, but never have I discussed 
whether a loan should be or should not be made. 

Senator Futsricutr. Mr. Dawson, who is Mr. Joseph Major ? 

Mr. Dawson. Mr. Joseph Major is an employee of the General Serv- 
ces Administration. 

Senator Futsricur. How long have you known him ? 

Mr. Dawson. Oh, a matter of maybe a couple of years. 

Senator Furericur. Is he presently in the General Services 
Administration ? 

Mr. Dawson. Oh. I think his position has been abolished. 

Senator Fuiericur. According to testimony before this subcom- 
mittee, your office called Mr. Dunham’s office on November 4, 1949, 
making an appointment for Joseph Major to see Dunham in connec- 
tion with a loan application of the Community Hotel Corp. How 
did this call happen to be made? 

Mr. Dawson. Mr. Major asked me to make an appointment with 
somebody at the RFC to talk to, and I called Mr. Dunham and 
arranged for him to go over there and talk to him. 

Senator Funsrieutr. On the eall to Dunham’s office on behalf of 
Joseph Major, Dunham/’s office was advised that Major was a very 
good friend of the President. Where did you get such information, 
and what effect was its disclosure supposed to have on Dunham in 
the RFC? 

Mr. Dawson. I knew that of my own personal knowledge, and it 
was not supposed to have any effect other than to identify the man 
and where he came from. 

Senator Futsricnr. Did you ever discuss with Mr. Dunham his 
possible resignation from the RFC ¢ 

Mr. Dawson. I did. 

Senator Futsrienr. Did you ever discuss Mr. Dunham’s resignation 
from the RFC with Mr. C. Edward Rowe? 

Mr. Dawson. No, sir; I have no recollection of ever having dis- 
‘cussed it with him. 

a Fuiprient. Do you know of any reason why Mr. Rowe 
would be anxious to have Dunham’s resignation submitted to the 
President ? 

Mr. Dawson. I do not. 

Senator Futsriaur. You are familiar with the testimony on that 
subject. 

Mr. Dawson. Yes, generally, Senator. 

Senator Futpricur. Mr. Dawson, according to Mr. Dunham’s tes- 
timony, the Lustron loan was one which worried him considerably. 1] 
just read to you from page 1351, and he told the subcommittee he was 
sure he discussed it with you and with Jacobs, Windh: an 1, and Young 

whenever you five were together, which was usually when Mr. Jacobs 
ame to Washington and invited you all to dinner. 





1758 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


Why should this loan be discussed by such group? 

Mr. Dawson. First, Senator, I think it ought to be made clear that 
the loan as a loan was not discussed. Mr. Dunham was one member 
of the Board that had been given a special assignment to look out for 
the Lustron Corp. loan. He was quite interested in it. He was con 
cerned about production of the houses. He was concerned about the 
efliciency of the operations. He was concerned about the cost ; he was 
concerned about the sale of the houses and the ultimate position of 
such a house in the American housing scheme. Those were the mat 
ters that were discussed. It was not whether the loan should be made 
or should not be made. It had already been made. 

Senator Futsricur. What particular contribution did you make t 
such a discussion 4 

Dawson. I could not make any contribution. It was just a 
matter of social conversation. 

Senator Funtzricut. It seemed to be more than that with Mr. Dun 
ham. It was a matter of great importance, and he said he was con 
siderably worried about it. 

Mr. Dawson. That is because he was a member of the RFC Board, 
and the vy were charged with the administration of that loan. 

Senator Futsricgutr. How long had you known Rex Jacobs ¢ 

Mr. Dawson. I met Mr. Jacobs in 1949, in January. 

Senator Futsrignr. Under what circumstances / 

Mr. Dawson. Met him at a social gathering. 

Senator Futsricur. Where? 

Mr. Dawson. Here in Washington. 

Senator Fursricnr. Did you ever discuss any other RFC matters 
with Mr. Jacobs other than Lustron ? 

Mr. Dawson. Well, again, Senator, I want it to be perfectly clear 
that when I discussed the Lustron case it was with reference to such 
things as I mentioned: production, operation, efficiency, and so forth, 
and economies. Other RFC business that he had, I know nothing 
about. As I said in my statement, his loan was made quite some time 
before Lever met him. It has been paid in full, and I had nothing to 
do about it and I don’t know anything about it. 

Senator Funtsricur. Did you ever discuss the Lustron matter with 
Mr. Jacobs alone? 

Mr. Dawson. I have no recollection of ever discussing the Lustron 
case with Mr. Jacobs other than as might come up in conversation- 
that the steel house is a good house, or something like that. 


Senator Fuisrieut. Do you know anything concerning Jacobs’ 


selection by the RFC to make a survey of the Lustron plant ‘ 

Mr. Dawson. No, sir: I do not. 

Senator Futsricutr. Did you have anything to do with that? 

Mr. Dawson. No, sir: I did not. 

Senator Futrrienr. Prior to his appointment, did you discuss it 
with Mr. Willett ? 

Mr. Dawson. No, sir; I did not. 

Senator Funsricur. Mr. Hise? 

Mr. Dawson. No, sir. 

Senator Futsricur. Merl Young? 

Mr. Dawson. No, sir. 

Senator Futsricur. Or Mr. Jacobs? 

Mr. Dawson. No, sir. 
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Senator Futsrieutr. Or Mr. Windham ? 

Mr. Dawson. No, sir. 

Senator Futsricur. Before the RFC employed Mr. Jacobs and Mr. 
Hunt to make this survey, they came over and visited with you in 
the White House? 

Mr. Dawson. No, sir; that was after they were employed. 

Senator Futsricur. Mr. Dunham discussed this to some extent in 
his testimony on page 1534 and 1360. You say it was after the 
appointment ¢ 

Mr. Dawson. That is my understanding, Sir, and I think Mr. Dun- 
ham’s diary will indicate that. It says that the ‘vy were in the board 
room and the vy had a meeting and then they came to my office. 

Senator Futerieut. Here is what he had to say, on page 1334: 

Senator Bennetr. As I remember, in an earlier part of your testimony, when 
you were talking about contacting Donald Dawson, and other important in- 
dividuals, am I correct that vou suggest Mr. Hunt was one individual whose 
employment was discussed with Mr. Dawson? 

Mr. DuNuHAM. That is right. 

Senator Bennett. Did you discuss it officially with him at the White House, 
did you discuss it unofficially around the table? 

Mr. DuNHAM. I took him over to Mr. Dawson. I took Mr. Hunt and Mr 
Jacobs over to Mr. Dawson’s office and introduced them. Now, I did not dis- 
cuss—let us be fair to Mr. Hunt, Mr. Hunt may never have known why I took 
him here. As a matter of fact, I took him because he is one top-flight production 
man that was out of employment at the moment. 

He thought he took him over to discuss his employment with you. 

Mr. Dawson. That is not my recollection of it at all, Senator. As 
a matter of fact, if you will refer to the diary it shows that after they 
had the board meeting they then came to my office. When Mr. Hunt 
was brought in he was introduced to me and Mr. Jacobs was there and 
I was told that they had been engaged to make a survey of the Lustron 
plant. That is the first I had ever heard of it, and it was the last time 
I have ever seen Mr. Hunt or heard of him. 

Senator Futsricur. Can you tell us about that discussion? What 
did you contribute to the discussion ¢ 

Mr. Dawson. Mr. Hunt was brought to my office so that I could 
make his acquaintance. I congratulated him on being ap —_ and 
thought they had a fine opportunity to make a aiter on, and that 
was all that was said about it. The rest of the conversation was social. 
Mr. Dunham was in the habit of bringing over people that he thought 
would be interested in Government service. Mr. Dunham was keenly 
interested in the Government service himself. He was enthusiastic 
about it, and there were many times—not many times, three or four 
times—when he had people in that he knew about. He brought Mr. 
Sorenson over to see me one time. He is a production man lke Mr. 
Hunt. 

Senator Futsrient. Here is the entry you are speaking of from his 
office record. It was Tuesday, August 30, 1949. 

Mr. Rex Jacobs and Mr. E. J. Hunt came in. Mr. Dunham called in Mr. 
Willett and Mr. Gunderson and they all went to the small board room. Mr. Dyas 
was called to attend re Lustrom. Mr. Jacobs and Mr. Hunt came back with Mr. 
Dunham and Mr. Dunham called Mr. Don Dawson and he said come over to the 
White House. 

It does not say that he had:heen appointed. 

Mr. Dawson. They told me he had been appointed. 
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Senator Futsricutr. That entry does not show that. 

Mr. Dawson. It says that after the board meeting they came to my 
oflice. 

Senator Futsricur. They did not discuss their plans with you? 

Mr. Dawson. They did not. 

Senator Funsricur. You said that that was the only time you ever 
met Mr. Hunt ? 

Mr. Dawson. That is correct. 

Senator Futsricur. But you met Mr. Jacobs some time prior to 
that time / 

Mr. Dawson: Yes, sir. 

Senator Futsricur. Had you become a good friend of Mr. Jacobs? 

Mr. Dawson. Yes, sir. 

Senator Futsricur. By that time? 

Mr. Dawson. Yes, sir. 

Senator Futsricur. Have you ever been a guest of Mr. Jacobs? 

Mr. Dawson. Yes, sir. 

Senator Funsricur. Where? 

Mr. Dawson. At his home in Homestead, Fla. 

Senator Futsricutr. How often / 

Mr. Dawson. I have been there with my wife on three occasions. 

Senator Futsricut. For how long? 

Mr. Dawson. Approximately a week each time. 

Senator Futsricut. Who else was present / 

Mr. Dawson. Well, the first occasion, outside of Mr. Jacobs, my wife 
and my little girl, and Mr. and Mrs. Young. 

Senator Futsrigut. What Young? 

Mr. Dawson. Mr. Merl Young. 

Senator Futsrigutr. When was that ? 

Mr. Dawson. That was in February or March of 1949. I think it 
was March. 

Senator Funtsrigur. When was the second oceasion ? 

Mr. Dawson. The second occasion was in December of 1949. Also 
on the first visit there was some gentleman from Atlanta there and his 
wife. I don’t recall his name now. 

Senator Futsricut. Mr. Moore? Was his name Moore? 

Mr. Dawson. No, sir; I don’t think it was. 

On the second occasion I was there with my wife and daughter; Mr. 
and Mrs. Young were there and Mr. and Mrs. Windham were there. 

On the third occasion, it was November of 1950, my wife and 
daughter and I, and Mr. Al Steele and his wife, and Mr. Young and his 
wife, and Mr. Boyle and his wife. 

Senator Futsricutr. Mr. Dunham mentioned one or two visits to Mr. 
Jacobs’ estate in his testimony. I wanted to read an excerpt from page 
1307. This is from Mr. Dunham’s statement. 

The newspaperman had received a memorandum from his home office based 
apparently on an anonymous telephone call from someone hostile to Mr. Jacobs. 
It said that a meeting had been held at Mr. Jacobs’ ranch of persons seeking 
to engineer a “grab” of the Lustron factory. I was impressed by the fact that 
the caller had an accurate guest list; Mr. and Mrs. Dawson, Mr. and Mrs. Young, 
Mr. Ed Hunt, and several others. I telephoned either Mr. Windham or Mr 
Jacobs and the matter of the reported “grab” was treated as a joke. me 

I was, however, worried about the matter and, as I look back now, I feel 
that my changed feeling was reflected in my attitude toward Messrs. Jacobs, 
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Young, et al. In any case, shortly thereafter it became apparent that my old 
“friends” had cooled in their regard toward me. * * * 

The revelation in the recent Fulbright Committee report that you have a 
rough initial draft of Mr. Jacobs’ survey report, indicating that he had an idea 
of somehow turning Lustron control over to Messrs. Young, Haggerty, and 
Hunt was a complete surprise to me. Tied in with the visit of the newspaperman 
and the mention of stock transfers in Mr. Jacobs’ final report, it does seem to 
indicate an interest on his part beyond that which I assumed. 

Could you tell the subcommittee about the meeting in Florida and 
the extent to which Lustron and its reorganization were discussed ¢ 

Mr. Dawson. There was not meeting in Florida such as is described 
there, Senator. Mr. Hunt was never at Mr. Jacobs’ house when I was 
there. I have seen Mr. Hunt on only one occasion. I have never com- 
municated with him. ; have never heard of him since, as a matter of 
fact. My visit to Mr. Jacobs’ house was purely social. There was no 
discussion of anything such as you indicate there that Mr. Dunham 
has said, and, as far as that is concerned, I think Mr. Dunham is really 
quoting a rumor that he got from a newspaperman. 

Senator Futpricur. He said it was not the first instance, then subse- 
quent developments seemed to confirm the rumor, in his mind. 

Mr. Dawson. I don’t know what subsequent developments there 
were, Senator. 

Senator Futsriecnr. The ones which he mentioned. I will read it 
again, particularly that last part. He is referring here to the revela- 
tion in the recent Fulbright committee report that the committee has 
a rough initial draft of Mr. Jacobs’ survey report, which we have as 
a part of our record. 

Mr. Dawson. I know nothing about that, Senator. 

Senator Futpricut. This report indicated that he had an idea, some- 
how, of turning Lustron’s control over to Messrs. Young—that is, Mr. 
Merl Young—Mr. Haggerty—do you know who Mr. Haggerty is? 

Mr. Dawson. Yes; I do. 

Senator Futsricur (reading) : 

And Mr. Hunt was a complete surprise to me. Tied in with the visit of the 
newspaperman and the mention of stock transfers in Mr. Jacobs’ final report, it 
does seem to indicate an interest on his part beyond that which I assumed. 

Mr. Dawson. That is with reference to Mr. Jacobs, sir. That is not 
with reference to me. 

Senator Futsricur. That is right. I think that is correct. Mr. 
Jacobs had an interest beyond that— 

Mr. Dawson. I do not know what Mr. Jacobs’ interest may have 
been. , 

Senator Futsricgur. You have not discussed this with Mr. Jacobs? 

Mr. Dawson. No, sir. 

Senator Futsricur. When you were his guest in Florida you never 
discussed business ? 

Mr. Dawson. No, sir. 

Senator Fursrienr. Of any kind? 

Mr. Dawson. No, sir. 

Senator Bricker. Mr. Chairman, may I ask a question at that point ? 

Senator Funpricur. Yes. 

Senator Bricker. Who is Mr. Haggerty? You said you know him. 

Mr. Dawson. Mr. Haggerty is an employee now here in Washington 
some place. I don’t know where. 
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Senator Bricker. An employee of the Government ? 

Mr. Dawson. Yes, sir. 

Senator Bricker. Where did he come from? 

Mr. Dawson. Detroit. 

Senator Bricker. What was his business there / 

Mr. Dawson. When I first met him he had run for Congress and 
had not been elected. 

Senator Bricker. He was defeated for Congress ¢ 

Mr. Dawson. Yes, sir. 

Senator Bricker. But you don’t know what his business was? 

Mr. Dawson. No; I don’t. 

Senator Futsricur. His first name is Robert, is it not ? 

Mr. Dawson. That is right. 

Senator Futsricur. Is he not at present chief enforcement officer 
for the General Services Administration ¢ 

Mr. Dawson. I don’t know his present position or his location. 

Senator Futsrigur. You did not have anything to do with his 
appointment ¢ 

Mr. Dawson. I did not. I did not know where he was until just 
now. 

Senator Futsricnt. Did you state to the committee that you are not 
familiar with the tentative proposal Mr. Jacobs had in mind when 
he prepared the preliminary draft for the survey report / 

Mr. Dawson. No, sir; I do not know anything about that. 

Senator Futsrieut. It is on page 965 of our printed record. 

Mr. Dawson. Well, I am speaking of before your committee 
hearings. 

Senator Futsrientr. You have seen it there ? 

Mr. Dawson. In your committee hearings; yes. 

Senator Fursrigut. Was this proposal ever discussed with you 
at all? 

Mr. Dawson. No, sir. 

Senator Futsrigur. What do you think of it? 

Mr. Dawson. I don’t know anything about it. 

Senator Futsricur. I mean, after you read it what do you think 
about it ? 

Mr. Dawson. It is not a matter for me to pass on. I just don't 
know the merits of it one way or the other. 

Senator Fuisricur. -Did you ever discuss the Lustron loan with 
Mr. Boyle? 

Mr. Dawson. I have no recollection of ever talking to him about it. 

Senator Fursricut. From the hearings on page 1360, it there indi 
cates that you and Mr.. Boyle, Mr. Willett, and Mr. Young lunched 
with Mr. Dunham from time to time in the summer of 1949 when 
Lustron was much in mind of the RFC Directors. I just wondere: 
what you talked about at those meetings. For example, this was at a 
time when the matter was very critical. It says: 


On Friday, June 3, Mr. John Hudson came in at about 12:30. He and Mr 


Dunham lunched with Messrs. Dawson, Boyle, and Willett at the Mayflower 


Hotel. 


Friday, June 17, 1949, Mr. Dunham lunched with Messrs. Boyle, Dawson, 


Willett, and Young at the Statler Hotel. 


Then on August 30—well, I read you that— 
Mr. Jacobs, Mr- Hunt, Mr. Dunham 
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and so on— 
met at the White House. 


I just wondered what you talked about at those luncheons. 

Mr. Dawson. Well 

Senator Futsricur. Did you talk business? 

Mr. Dawson. Well, the first luncheon—what was the date of that, 
Senator, with Mr. Hudson ? 

Senator Futsricnur. June 3. 

Mr. Dawson. June 3. That was with reference to Mr. Dunham’s 
interest in Mr. Hudson. Mr. Hudson was a candidate for appoint- 
ment to the Tax Court, and he got the luncheon up so that Mr. Boyle 
and I could meet Mr. Hudson. That was the conversation at that 
meeting. 

Senator Futsriecnr. You did not not discuss Lustron ? 

Mr. Dawson. Any discussions that I had with reference to the Lus- 
tron loan, Senator, had to do only with an interest in the product that 
the company was making or in efforts to improve its efficiency or pro- 
duction, economy, or something of that sort. I know of no negotia- 
tions concerning the Lustron loan at all. 

Now, the second luncheon—on what date was that # 

Senator Futsrieutr. June 17. 

Mr. Dawson. There are two luncheons. The first was with Hudson 
and the second was with Mr. Boyle, Mr. Willettt, Mr. Young, and 
Mr. Dunham, and myself. I don’t know what was discussed at that 
meeting. It was in June 1949, just a social meeting, as far as I know. 

Senator Fu.sricur. I do not mean to say that that was ay only con- 
tact. He telephoned you a uctically—well, not every day, but almost 
every day, June 6,8, 11,25, and soon. Ido not want to make a point 
of that. 

Mr. Dawson. Senator, if you are referring to the diary entries that 
you put in the testimony here you will find that Mr. Dunh: am called me 
i7 times in 17 months. It is not “almost every day. 

Senator Fursricur. What I am talking about is at this particular 
time when Lustron was a matter of great importance; that is the 
point. 

Mr. Dawson. All right. Senator, he called me, let us take the first 
one in that series there, May 31, to arrange a luncheon with Mr. Hud- 
son. I declined that invitation, according to the diary. 

On June 1 he called to arrange a luncheon for Mr. Hudson on June 
3, that was with reference to the Tax Court matter. 

On June 15, he called me to take his nephews through the White 
House, and I did. 

July 8, the next call, he called me about an item that I called him on 
2 days before, but I already had the information. 

I don’t think that is significant at all. 

Senator Futsricur. That is interesting. I am trying to find out if 
itisoritis not. But your testimony is that you did not discuss Lus- 
tron with him ? 

Mr. Dawson. Not from the standpoint of the loan. 

Senator Futsricur. Did you with regard to the reorganization of 
Lustron ? 

Mr. Dawson. No, sir 

Senator Futsricur. From what standpoint did you discuss it ? 
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Mr. Dawson. Only matters of general interest, such as you migh! 
discuss at a luncheon, Senator, regarding the matter. Was the house 
a proper house to be built? Would there be a sale for it? Would 
people buy it? 

Senator Fuisrienr. I think this would be a good time to reces- 
until 2:30. I hope we can make rapid progress. 

(Whereupon, at 1:10 p. m., a recess was taken until 2:30 p.m. of th 
same day.) 
AFTERNOON SESSION 


Senator Futsricutr. The committee will come to order, please. 

Just before we recessed for lunch, we were discussing the Lustro 
loans, and your relation with Mr. Jacobs. 

Mr. Dawson, during the hearings in February and March, whe: 
Mr. Jacobs was before the committee, did he call on you at that tim 
to discuss this matter? 

Mr. Dawson. Yes; I saw Mr. Jacobs at that time. It was, I think. 
before the hearings commenced, Senator. 

Senator Fu.sricutr. Could you tell the committee about your dis 
cussion with Mr. Jacobs at that time ? 

Mr. Dawson. Yes, Senator. I had just returned to the city. The 
report had been issued in my absence; I was not familiar with it. | 
was quite concerned that I had been mentioned in the report. M: 
Jacobs’ name had been mentioned in the report, and he was her 
and I talked to him, and I asked him what it was all about. 

Senator Futsricur. Did Mr. Jacobs not know what it was about / 

Mr. Dawson. Yes: he had had a better opportunity to study the 
report than I had. It was completely new to me. and I did not know 
anything about it. 

Senator Funtsrigur. Did you discuss with Mr. Jacobs, then, ob 
taining the letters, and about letters from Congressmen about loans’ 

Mr. Dawson. No, sir. 

Senator Futsricutr. You never discussed that matter with M: 
Jacobs at all? 

Mr. Dawson. No, sir. 

Senator Futsricur. Where had you just returned from when you 
saw Mr. Jacobs? 

Mr. Dawson. I had been a member of the delegation that went 
the inauguration of President Vargas, in Brazil. 

Senator Futsricnr. There was one comment this morning in your 
statement, on page 8, with regard to the Saxony Hotel. I wonder 
if you would mind enlarging upon that, and telling us about your stay 
there ? 

Mr. Dawson. Well, now, Senator, my pages are not numbered tly 
same as yours, 5 

Senator Futsricut. You say at the bottom of page 8: 
















Another matter mentioned in the hearings is that I stayed at the Saxon 
Hotel at Miami Beach on three occasions, 









You are familiar with your statement on that, are you not ? 

Mr. Dawson. Yes; I have it now, Senator. I did not know wha 
point it was you wanted me to enlarge upon. 

Senator Fu.sricut. Well, you did stay there? 
Mr. Dawson. Yes, sir. 
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Senator Futprientr. On three occasions? 

Mr. Dawson. Yes, sir. 

Senator Futsrieut. When was the first time you stayed there? 

Mr. Dawson. In December of 1949. 

Senator Futertegur. When did you go there? 

Mr. Dawson. On what date? 

Senator Furprienr. Yes. 

Mr. Dawson. I do not have the exact date. 
of the month. 

Senator Futsricur. How long did you stay? 

Mr. Dawson. I personally stayed there approxim: itely a week. 

Senator Futsricur. What do you mean, you “personally” stayed 2 

Mr. Dawson. My wife was there, and my little daughter was there 
the week before, and I joined them. 

Senator Fu.tsricur. How long did they stay ? 

Mr. Dawson. They were there in all approximately 2 weeks, or 
maybe 13 days. 

Senator Futsricutr. That is three of you? 

Mr. Dawson. Three of us. 

Senator Futsricutr. When was the next time you came back? 

Mr. Dawson. In the latter part of March 1950. 

Senator Fu.tsriGur. How long did you stay then ? 

Mr. Dawson. Approximately 3 or 4 days. 

Senator Futsricur. With how many people? 

Mr. Dawson. I was there by myself. 

Senator Fuisricur. By yourself. When was the 
were there? 

Mr. Dawson. That was in the first part of April. 
approximately 4 or 5 days then. 

Senator Futsricutr. By yourself? 

Mr. Dawson. Yes, sir. 

Senator Futsrigutr. How much do you estimate the 
three lodgings was? 

Mr. Dawson. I have not estimated it. Sen: stor. 

Senator Futsricut. Is this the only hotel where you have been com- 
plimented by the management 4 

Mr. Dawson. That is correct. 

Senator Futericutr. How do you account for it in this instance ? 

Mr. Dawson. Well, it was explained to me, after I had been there 
I want to say first of all when I went there I knew nothing about the 
hotel at all. It was a new hotel to me. I had never heard of it, and 
I had no expectation of receiving a compliment: ary room. When I] 
went to pay my bill, it was early in the morning, the clerk said there 
was no bill. Asa matter of fact. Mrs. Dawson and I had eaten all our 
meals outside the hotel. I later learned there was a 816 charge against 
the room for some items that I just do not know about, but we thought 
that we had paid everything in that respect. 

We were told that it was a complmentary arrangement with the 
hotel, and I think that it was done for publicity purposes, and I 
understand that is not an uncommon occurrence in hotels of that 
character. 

Senator Futsrientr. When you say “that character,” you mean of 
those that have loans from the RFC ¢ 

Mr. Dawson. Resort hotels. 


It was about the middle 
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Senator Futsricur. How do resort hotels manage if they do not 
charge ¢ 

Mr. Dawson. I think they charge for rooms, but when somebody 
that has publicity value comes there, I think they figure it is good 
publicity for the hotel. That is a matter I am not an expert on 
pene 

Senator Futsrienr. Did you consider you have publicity value? 

Mr. Dawson. I have never considered that I did; no, sir. I must 
admit I was a little astonished. 

Senator Funeriegur. You learned that when you left the first time / 

Mr. Dawson. That is right. 

Se nator Funsrigut. When you went back the second time, did you 
expect to be complimented that time ? 

Mr. Dawson. No, sir; I did not know whether I would be compli- 
mented or not. I was willing and able to pay for my room. 

Senator Futsricutr. So that was just as big a surprise as the first 
time? 

Mr. Dawson. I would not say it was as big a surprise, but if I had 
not been complimented, it would have been perfectly all right with me. 

Senator Futsrignr. And the third time, you did not know whether 
you would be complimented or not then ¢ 

Mr. Dawson. No; I did not. 

Senator Futsrieur. If you go back in the future, do you know 
whether you will be or not 4 

Mr. Dawson. I do not expect to go back in the future. 

Senator Fursricur. Well, they paid off their loan. I do not see 
any reason why you should not go now. 

Do you think it is proper for important Government officials 
accept such favors from borrowers of the RFC? 

Mr. Dawson. Senator, when I went there I did not know that the 
Saxony Hotel had a loan. It was a complete surprise to me when I 
learned it, and I think the first time I ever heard of it was when 
the newspaper publicity came out regarding your iavuitia ation. 

The loan had been m: se, I believe, the spring before, and I went 
there in December and knew nothing whatsoever about it. I do not 
do not think that I did anything improper. I know that I did not 


do anything improper by going there, and I have not done anything 


that a lot of other people have done. 
Senator Fursrienr. I do not follow you. What do you have in 
mind by that last remark? 
Mr. Dawson. Well, the hotel makes a practice of giving compli 


mentary rooms to people who have some publicity value. I was never 


asked 
Senator Fursricur. I do not quite follow you. You were, until 


this hearing, I thought, considered one of the anonymous secretaries of 


the President. I did not realize that you had publicity value. 
Do you know whether Mr. David Niles ever stayed there? 
Mr. Dawson. Yes, sir; he did. 
Senator Futsricntr. Did you consider that he had publicity value? 
Mr. Dawson. Well, he would have public ity value, if I would. 


Senator Futpricut. I did not consider that either one of you were 


quite in that category, because he certainly has a reputation of hav 
ing a great desire “for anonymity, and you see ve ry little about him in 
the papers. 
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Mr. Dawson. Well, I have always tried to be anonymous, too, Sen- 
ator. 

Senator Fu.srient. That is what I thought. 

Mr. Dawson. I did not suggest that I get the room on a comphi- 
mentary basis, Senator. The hotel arranged that, and it was a com- 
plete surprise to me. 

Senator Futsriegut. Mr. Dawson, you say you did not know about 
these matters. Of course, it is public knowledge that your wife is 
in charge of the files of the RFC, and is in a position to know all 
about everything that goes on in the RFC; is she not? 

Mr. Dawson. She is in charge of the files there, administrative rec- 
ords management, but she is not in a position to know everything 
that goes on there, and she does not make it her business to know 
everything that goes on there. 

Senator Futsricur. Does she know everything about which letters 
are exchanged, or things of that sort # She is in a position to know 
practically “everything that goes on? 

Mr. Dawson. I think there are thousands of things she does not 
know anything about, Senator. She does not file every letter that 
comes to the files. 

Senator Futsricutr. You know this loan was a rather large loan. 
and it involved some important people, as you know. It was one of 
three rather — illoans. You know about that now ¢ 

Mr. Dawson. I do, sir. 

Senator Fuisricur. You did not know about that then? 

Mr. Dawson. No, siz 

Senator Fursricnr. It did not occur to you when, much to your 
surprise, they told you you had no bill to ask them if there was any 
reason other than the given reason which inspired them to give you 
the complimentary room; did you 

Mr. Dawson. No, sir. 

Senator Futsrigur. Would you say that the value of your room 
there would be as much as $1,000 ¢ 

Mr. Dawson. I would not say, because I do not know. 

Senator Futsricur. Do you know what the regular rate for your 
room was ¢ 

Mr. Dawson. No, sir: I was there out of season on both occasions. 

Senator Futericutr. Is December out of season / 

Mr. Dawson. I think so. The season begins, I think, in January. 

Senator Futpricutr. And lasts for how long? 

Mr. Dawson. I think it runs probably through February. 

Senator Funtsricnur. Two months? I do not know much about it. 
but it seems like a rather short season. 

Could you describe the room ¢ 

Mr. Dawson. Yes; the room that my wife and I had was a room 
of medium size, with two studio couches in it, and had a little room 
off to one side without a separate entrance—it was to be used in 
connection with the room that we had, and in that was a day bed. 

Senator Funtsricut. It was two rooms, in effect, was it ? 

Mr. Dawson. Well. it was a room and a half. 

Senator Futsrienur. Did it face the ocean ? 

Mr. Dawson. Yes, sir. 

Senator Fursricutr. Was there not any notice on the door telling 
you how much the room was? 
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Mr. Dawson. There may have been; I do not recall. 

Senator Futsricur. It never occurred to you to look, even though 
you thought you were going to pay for it at that time ? 

Mr. Dawson. I was perfectly able and willing to pay for it. 

Senator Futsricur. Did they pay for your meals also? 

Mr. Dawson. Well. as I said, we took all our meals outside of the 
hotel, and thought we had paid all our incidental charges. As a result 
of these hearings, I learned there was a $16 item that was not paid. 

Senator Funsricnr. You even got up early and took breakfast 
outside the hotel ? 

Mr. Dawson. Every morning. 

Senator Futsricur. Is it customary for members of the White 
House staff, other than you and Mr. Niles, to accept gifts of this kind? 


Mr. Dawson. I do not think there is any custom about it at all, 


Senator. 


Senator Futsrianr. Do you know whether any other members of 


the staff have / 

Mr. Dawson. I do not know all that have gone down there; no, sir. 

Senator Futsricut. Do you know any of them that have gone down 
there / 

Mr. Dawson. Yes, Mr. Niles and I went there. 

Senator Futsricnr. I mean in addition. 

Mr. Dawson. Yes, Colonel Maylon went there. 

Senator Fu.sricur. The same hotel 

Mr. Dawson. Yes, sir. 

Senator Futsrmutr. Why did you not sort of spread your publicity 
value among some of the other hotels? I understand there are a great 
many other hotels at Miami Beach. 

Mr. Dawson. Well, I like that hotel, that ,is what I wanted, and I 
went there. 

Senator Futsriegut. What did you like about it so much? 

Mr. Dawson. It is a fine hotel. 

Senator Funtsrient. Is it the finest one there ? 

Mr. Dawson. I would not say that. I do not know. 

Senator Futsricur. It is the only one you considered up to stand- 
ard so far as you we neem 

Mr. Dawson. No, si 

Senator FuLbricHt. "Do you know whether any other hotel has been 
patronized by members of the White House staff ? 

Mr. Dawson. I do not. 

Senator Funsricutr. I believe you said this morning you knew of 
Senators who had been staying there. Were there any members of 
this committee? 

Mr. Dawson. I do not know, sir. The part in my statement that 
you refer to is the testimony of the manager, in which he says that 
the hotel has extended such courtesies to many people both in private 
and Government life, including Members of the Senate. 

Senator Futsricut. But you do not know any to your own knowl- 
edge / 

Mr. Dawson. I do not. 

Senator Futsrieur. Did you see any while you were there? 

Mr. Dawson. Any members of this committee ? 

Senator Futsricut. Yes. 

Mr. Dawson. No, sir 
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Senator Frear. May Task Mr. Dawson if he was invited on his first 
visit to the hotel in Miami ? 

Mr. Dawson. No, Senator: I was not. 

Senator Bricker. How did you come to know about this hotel 4 

Mr. Dawson. I was referred to it by a friend. 

Senator Bricker. A friend who had any connection with the Gov- 

‘ninent ¢ 

Mr. Dawson. Yes, sir. 

Senator Bricker. REC ? 

Mr. DAWSON. No. sir. 

Senator Bricker. White House? 

Mr. Dawson. Yes, sir. 

Senator Bricker. Mr. Niles? 

Mr. Dawson. Yes, sir. 

Senator Brick! R. Did you ever go to any other hotels in Miami ? 

Mr. Dawson. No. sir. except during the time I was in the Army 
[ stayed at another hotel. 

Senator Frear. Did Mr. Niles kind of whisper in your ear that 
you might get a complimentary room / 

Mr. Dawson. It was never discussed, Senator. 
might get a complimentary room. 

Senator Frear. May I ask another question which is not pertinent 
to you line of questioning at the moment / 

Senator Futsricur. Certainly, go ahead. We may be interrupted; 
I think we may have to go and vote. 

Senator Frear. In your testimony this morning, Mr. Dawson, I 


think vou said vou had received recommendations from the Demo- 


cratic National Committee. You know it is very curious to me. 
I wonder if you ever received any from the Republican National 
Committee / 

Mr. Dawson. I do not recall] having recel\ 


receive every consideration, Senator. 
Senator Frear. That was eoing to be mv secon 
received any, or, if you did. would they have rec 
sideration as the Democratic ? 
Mr. Dawson. They would have received every 
Senator. 
Senator Bennetr. May I follow that up, Mr. Cha n 
If that is true, can you imagine why it was necessary for the Demo 
cratic National Committee to support the two Republicans that had 
to be provided by law as members ot the Board ot Dire tors 4 
Mr. Dawson. Now, I am not clear as to your question, Senator, 
Senator Brennerr. If the Republican National Committee had 


known that its recommendations would have received “every con 


sideration,” can you explain why it was necessary for the two Re 
publicans who by law had to be appointed to the REC Board ot 
Directors to receive recommendations from the Democratic Nationa] 
Committee / 

Mr. Dawson. This is a Democratic administration, Senator. Of 
course, we go to the Democratic National Committee. 

Senator Bennett. I am sure you do, and Senator Fre 
are just having a little fun here. Do you know what woul 
to a recommendation either from a Republican Senator or the 
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publican National Committee, and do you know why it was necessary 
for the Republican from my State to be nominated by a Democrati: 
Senator ¢ 

Mr. Dawson. No; there wasn’t any necessity for it, Senator, but 
would recall to you the fact that numerous Republicans have been 
appointed by this administration. Charles E. Wilson is a dis 
tinguished Republican who was appointed. Eric Johnston is a dis 
tinguished Republican who was en. The High Commissione: 
in Germany, McCloy, is a Republican. Charles Hoffman was rec 
ommended by Senator Vandenberg. Bill Foster is a Republican. 
He is a distinguished member of your party, and you could go on down 
the list. 

The man that has charge of the European destiny, Assistant Sec 
retary of State Perkins, is a former assistant to Will Hays, the Re 
publican National Committee chairman in his day. The Ambassador 
to Great Britain is a Republican, and is a distinguished member of 
your party. 

Senator Bennerr. Were they recommended by the Democratic Na 
tional Committee ? 

Mr. Dawson. No; that is the point I make. It isn’t essential 
every case. 

Senator Bricker. Do you consult either with Republican Senators 

r Congressman with regard to the appointment of members from 
their States ¢ 

Mr. Dawson. No, sir: the Republican Senators and Congressmen 
frequently recommend candidates that are appointed. 

Senator Bricker. But you don’t consult them unless they are rec- 
ommended ¢ 

Mr. Dawson. That is right. Senator Vandenberg recommended 
Paul Hoffman, and he was appointed. 

Senator Bennerr. I would like to ask one question, Mr. Chairman. 

Senator Futsricur. Why did you give such special attention to 
RFC Directors ¢ 

Mr. Dawson. I don’t know what you mean by “special attention.” 

Senator Futsricnr. They were recommended in each case by your 
Democratic National Committeemen, and you took special pains, ap 
parently, to advise them and ask them be fore they were confirmed as 
to whether or not they were willing to cooperate with the committee. 
You don’t do that when you appoint the Ambassador to Great Britain. 

Mr. Dawson. Let’s first get straight. They weren’t asked to cooper 
ate with the committee. 

Senator Futsricur. Well, they were asked if they could cooperate. 

Mr. Dawson. No; they weren't. Mr. Dunham was the only one in 
which that came up. Now, I explained that fully this morning. It 
was a matter of cooperation with the Democratic administration. The 
committee was not mentioned. 

Senator Fursricntr. Is there any particular significance in your 
going to that trouble with regard to an RFC appointee as in contrast 
to an American Ambassador or to Mr. Wilson ? 

Mr. Dawson. Senator, that was just a matter of conversation. It 
vasn't a qualification for office. 

Senator Bennetrr. May I ask a question ¢ 

Senator Funtsricut. Yes. 
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Senator Bennett. Is the RFC an independent agency ; does it report 
directly to the President, or does it report to the Congress / 

Mr. Dawson. I am not certain on that point. I think it reports 
directly to the President. He is responsible for the administration. 

Senator Bennett. I was certain, until you gave me that answer, that 
RFC reports to the Congress, and not to the President. 

Mr. Dawson. Well, I am not an expert on RFC. 

Senator Bennerr. It is an independent corporation, and I am puz- 
zled as to why the President’s office is too directly concerned with con 
tinuing surveys of the operation of the outfit. 

There is this interesting situation: Under the law, two of these 
men must be Republicans. ‘The purpose of the law is to cel bipartisan- 
ship, true bipartisanship in the management of RFC, but under the 
circumstances can you have true bipartisanshi p if the Republicar 
nominees must be cleared with the Democratic National Committee ? 

Mr. Dawson. Certainly. 

Senator Benner. Do you say your ide: of | 
by the Democratic National Committee 

Mr. Dawson. That is hot what I nid at all, and it is not my idea, 
senator. 

Senator Bennerr. Would you enlighten me a little further, please ? 

Mr. Dawson. W hen you li: ive the Congress setting up an agency LO 
carry out a program of the administration, it is nece ssary that the peo- 
ple that run that agency be for the purpose that the Congress has 
intended the agency, and natur: ally you could not expect a man to 
head an agency if he were antagonistic to it. 

Senator Bennerr. Two of these men are not neces 
agency. 


I would like to read you Mr. Dunham’s testimony. Mr. Dunham 
states : 


One of the questions involved in my appointment 


Iparti anship is contro! 


sarily heading the 


he was a Republican— 


was Whether I could work in harmony with the Democratic Party) 

Senator Capenart. Did they ask you point-blank if you 
work in harmony with the Democratic Party? 

Mr. DuNHAM. That is right. 

Senator CAPEHART. And you told them you could? 

Mr. DuNHAM. I told them I could work in harmony with anybody 

Senator CAPEHART. How could you have said that, knowing that RFC was 
independent agency, knowing that this was a 
that they had no more right to make 
of the United States? 

Mr. DuNHAM. I didn’t know they had no right to make 

Senator CAPEHART, They have no more right 

Mr. DuNHAM. I think, if I went there and decided things on political issues o 
took political decisions on those issues, 1 would be a great detriment to the RFC. 

Senator CAPEHART. What they were 


saying to vou was, “We are 
the RFC. Will you agree toit? Weare going to appoint all of our top personne! 
und we are going to run it, and you are going to cooperate with the Democratic 


Party. If you do not think you can, then we will not appoint you.” 


thought you would 


an 
bipartisan Board, and knowing 
that statement to you than any other citizen 


» that statement to me. 


going to run 


Now, isn’t that an interesting commentary on the bipartisanship of 
the Board that runs RFC ? 
Mr. Dawson. Well, that isn’t what was said to Mr 
Senator Bennetrr. How 
the two members who are appointed from the minority party to get 


. Dunham. 
can you expect independent decisions by 
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bipartisanship if you insist upon subordination to the major party 
before they are appointed / 

Mr. Dawson.- Senator, no one has insisted on subordination, 

Senator Bennerr. You have Mr. Dunham’s testimony. 

Mr. Dawson. It isn’t to that effect, Senator. 

Senator Bennerr. Maybe I am putting it too harshly. 

Mr. Dawson. I think so, Senator ; and, as I said this morning, mayve 
you weren't here; that was largely a matter conversation, to see if 
his convictions were so that he could work i 1 harmony with the law 
the Congress had set up, and with the aie ation that was respon- 
sible for administering the agency, and with the other members of 
the Board. That was a general situation. 

Senator Bennerr. Is the administration responsible for adminis- 
tering the RFC? 

Mr. Dawson. I think the President is held responsible for its sue 
cess. 

Senator Bennerr. I understand this is an independent agency, and 
the President’s powers are limited to the appointment of members 
of the Board, subject to confirmation by the Senate. I may be mis 
taken about that. 

Mr. Dawson. I don’t know about those technical features. 

Senator Bi NNeTr. But your impression is that it is an admuinistra- 
tion agency; and, there fore, the P resident is responsible. 

In other words, there is no such thing as an independent agency. 

Mr. Dawson. My impression is that the President is held account- 
able for its Success, 

Senator Bennerr. My impression is that the Senate, and particu 
larly as it is repres ented | DV this committe i is he le | responsible for it. 

Mr. Dawson. I am not an expert on that. 

Senator BENNETT?Y. May I go all the way back to the Saxony Hotel ‘ 

Senator Funpricur. ¢ ‘ertainly. 


Senator Bexnnerr. You testified that you thought you were being 


iven these rooms for your publicity value. Were any photographs 
aken of you! 
Mr. Dawson. Yes. 
Senator Bennerr. Do you know whether any story of your appeat 
ance in the hotel A tually appeared ¢ 
Dawson. Yes. 
Senator Bennerr. In what? 
Mr. Dawson. In the loc . papers. 
Senator Bennerr. Well, that is very interesting. 
Mr. Dawson. And in the able ations of the hotel. 
Senator Bennerr. I am interested in another thing: 


iy 
‘ 


You went into that hotel room, room and a half, without knowing: 


you reaistered expecting Lo pay the bill, but you did hot Inquire a 
the rate? 

Mr. Dawson. No. sir. 

Senator Bennerr. That is evidence of a pretty good man who ca 
go into the Saxony an de xpect to stay for a little vacation without 
guiring into the rate. 

Mr. Dawson. I was prepared to pay the rate, whatever it might | 

veestion as far as Ll was concerned. 
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Senator Bricker. One more question in regard to Mr. Dunham: 

Granted that this is an independent agency, as it is, created by the 
Congress, which handles ein money, both Democratic tax- 
payers and Republican taxpayers, it is supposed to serve, without re- 
gard to politics, both Democratic and Republican applications for 
loans. 

Do you think 1 t proper, even in ap point ent of a man, before he 

is appointed, to ask him if he coul | work In ht wmony with the Demo- 
aie National Committee / 

What business is it of the Democratic National Committee what 
the RFC does, or what their personnel does 4 

Mr. Daw son. Senator Bricker, it wasn’t to work in harmony or co 
ordination with the national committee. It was to work in coopera 
tion with the Democratic administration. 

Senator Bricker. Mr. Dunham—— 

Mr. Dawson. As I say, Senator, this was an 
versation, and not a qualification for office. 

Senator Bricker. | don’t distinguish between cveneral qualification 
and your questioning On this subject matter ee he vy appre ) inted. 
I don’t know how he could distinguish that it was general conversa 
tion rather than a very pertinent thing regarding his eligibility. 

Mr. Dawson. The question was brought up this way: Did he be- 
lieve in the aims of the RFC? Did he think the purpose that the RFC 
was created for was one which he could support, and then could he 


+4 a f° . i 
cLLeP OF General Con 


work in cooperation with a Democratic administration in adminis- 
tering that agency / 

Senator Bricker Well, hat if he had answered ae question by 
saving that it was an eilcesaiia agency ne to the Congress 
of the United States; that he didn’t feel that he had: obligation to 
cooperate with the Democratic administration or cathe » Democratic 
National Committee / 

I still am referring to his testimony, which was very definite on 
that point. Would he have been appointed then / 

Mr. DAWSON. Well, | presume he would have hes iF ‘| he point 
Senator, that it had to do 

Senator Bricker. Don’t you think that is a rather violent pre- 
sumption ¢ 

Mr. Dawson. Well, no; you have got men, Senator, that are in 
harmony with the objectives of the agencie th hey are gong 
run. 

Senator Bricker. What objectives would there be of the adminis 
tration as distinguished from the duties under the law laid down by 
the Congress ? 

Mr. Dawson. Well, there would be no difference. 

Senator Bricker. It wouldn't mean in any 
ieaaes atic applicants for loans? 

. Dawson. Positively not. 

Senator Bricker. Did you call him for any applicants who were 
not recommenced by the Democratic ‘omniittee o Dem era 
Senntors ¢ 

Mr. Dawson. The Democratic National Committee never called me 
with reference to sending anybody to him, so far as I know. 

Senator Bricker. You never talked with Mr. Boyle about matters 


before the RFC ? 
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Mr. Dawson. No; their contacts were all made direct with the 
RFC, so far as I know. I don’t know who they made their contacts 
with. 

Senator Bricker. But -you were setting Mr. Dunham up so that 
he would be in a receptive mood to do anything that Mr. Boyle might 
recommend to him; were you not ? 

Mr. Dawson. No, sir. 

Senator Bricker. What could have been the purpose of this, other- 
wise ¢ 

Mr. Dawson. Well, I have gone into that as fully as I can, Senator. 

Senator Bricker. What could have been the purpose of having Mr. 
Boyle at lunch with Mr. Dunham? 

Mr. Dawson. I didn’t have Mr. Boyle at lunch with Mr. Dunham, 
Senator. After Mr. Dunham had been appointed, Mr. Dunham had a 
man that was interested in the Tax Court, and he wanted Mr. Boyle 
to meet him and wanted me to meet him, and he asked us to have 
lunch. 

Senator Bricker. That was an evidence of the cooperation; wasn’t 
it¢ 

Mr. Dawson. No; he was interested in the appointment of the man 
at the Tax Court. 

Senator Futsriegut. Mr. Dawson, you said that you went to the 
Saxony on the recommendation of Mr. Niles; did you not? 

Mr. Dawson. Yes. 

Senator Futsrientr. Mr. Niles had been complimented there. Did 
he not tell you when he recommended that you go there that you 
could go there for nothing? 

Mr. Dawson. I am not sure Mr. Niles had ever stayed there at the 
time I talked to him. 

Senator Fursricutr. Well, how did he happen to recommend that 
you go there? 

Mr. Dawson. I don’t know, Senator. I assume he knew the men 
that ran the hotel, or knew of them. 

Senator Futsrient. Didn't he tell you that you could go there 
free? 

Mr. Dawson. No, sir. 

Senator Futsrient. I believe Mr. Friedman said that the minimum 
rates there are 830, and in fact he testified that the rooms you oc 
cupied, I think, were $30 a day. Is that about in line with your usual 
accommodations 4 

Mr. Dawson. No, sir; it would be on a vacation in Florida at Miam 
Beach. I don’t think you can get much cheaper rates. 

Senator Funsricut. Do you know Mr. Hilton Robertson / 

Mr. Dawson. I know him as an employee of the RFC. 

Senator Funerienr. You know that he went and stayed there: 
don’t you? 

Mr. Dawson. I have learned it from your hearings. 

Senator Funnricur. Do you think that was proper for him to 
do so? 

Mr. Dawson. I don’t know anything about Mr. Robertson’s stay 
there. I can’t express an opinion about the propriety of his visit, 
Senator. 


Senator Futsricut. Well, you know Mr. Robertson is an examiner 


n the RFC; don’t you? 
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Mr. Dawson. I do. 

Senator Futsricutr. You know that he approved the loan to Sax- 
ony ¢ 

Mr. Dawson. No, sir: I am not familiar with the Saxony loan. 

Senator Futsricutr. There is no controversy about it; that is the 
fact, and subsequent to that time he was invited to go to the Saxony 
free of charge. 

Do you consider that perfectly proper 

Mr. Dawson. I think that is a matter you ought to address to the 
RFC, Senator. 

Senator Futsricut. Well, I would like to know what you think 
about it. 

Mr. Dawson. I haven’t formed any opinion about it. 

Senator Futsricut. So far as you are concerned, t] 
all right ¢ 

Mr. Dawson. I haven't expressed an opinion, Senator. 

Senator Bricker. Why don’t you express an opinion right now 4 

Mr. Dawson. I don’t know the circumstances regarding his 
there. 

Senator Bricker. The chairman just gave you the circumstances. 

Mr. Dawson. Other than that he went there, I don’t know that there 
is anything improper about it. 1 don’t know that he did anything 
wrong. 

Senator Bricker. Do you think it is proper for a man who has the 
responsibility of making loans of sengngere money to applicants to 
accept favors from those applicants either before or after they have 
received the loan ? 

Mr. Dawson. I would have to know more about the circumstances 
of his visit. 

Senator Bricker. Do you think that on the face of it that 


perfectly 


Visit 


Is con- 
sistent with the ethical practices that ought to be followed in Govern- 
ment employment ? 
Mr. Dawson. I just can’t express an opinion on it. 
Senator Bricker. Well, don’t you know that whet 
political appointment, when you confer with the 
tional Committee on Democratic appointments, 
Repub — who are represented by the Democrat 
mittee or * Democratic Senators, that you are \ 
ntent and a it of the law itself, which makes this a twe 
Mr. Dawson. No; I am not aware of that. I think 
ean be checked with the Democratic National Committee 
cratic Senator. I think we have good Republicans 
Crovernment. 
Senator Bricker. I hope so. 
Senator Futprigut. Mr. Dawson, since you do not 
in opinion about Mr. Hilton Robertson, we will ; 
matter. Asa matter of fact, you were in a position 
REC in its actions, whether or not you did do it you « 
won't deny that; will you? 
Mr. Dawson. Influence the RFC? 
Senator Futsricur. Yes, 
Mr. Dawson. I had no influence with the RFC. 
Senator Fursricur. I said to you: do you wish to tell this com- 
mittee that you could not influence the members of the RFC Board? 
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Mr. Dawson. Well, I could not and I would not. 

Senator Futsricgur. You want us to believe that Mr. Willett would 
not pay any particular attention to your wishes; is that right! 

Mr. Dawson. Why, of course. And he so testified, Senator. 

Senator Futsricutr. That he would pay no attention to your opin 
ion, or your desires 

Mr. Dawson. When it comes to making a loan, I am sure Mr. Wil 
lett did what he thought was right, regardless of what anybody said 
to him, and I never said anything to him about influencing a loan 
one way or the other. 

Senator Funprigur. You are changing the subject. I think Mr. 
Willett thought it was quite proper to consult you about loans. 

Mr. Dawson. He did not consult me about loans. 

Senator Futsricut. The difference is in what we think is right. 

You do not say you think it is wrong for Mr. Robertson to stay 
at the Saxony Hotel free of charge. 1 wonder, a man in your pos 
tion, and with your capacity or ability to influence the RFC, if you 
still feel it is perfectly proper for you to accept such a favor from a 
borrower 4 

Mr. Dawson. Senator. I am in no position to influence the RFC, 
I have not influenced the RFC, and I knew nothing about the hotel 
having a loan when I went there first. 

Senator Fuvsricut. Lam not inferring that you did. I don’t think 
you could deny that you were in a position to influence it if you had 
chose nto: don’ t you think so? 

Mr. DAWSON. No. sir. 

Senator Futpricutr. You don’t think so? 

Mr. Dawson. No, sir. 

Senator Doverias. Mr. Dawson, I don’t want to be censorious i 
this matter, but there is an old proverb about Caesar's wife being’ above 
reproach, 

Now. you have a position of great influence around the President. 
and I can understand how, on the initial trip to the Saxony Hotel, you 
were pre pared to pay the bill and then found they would make a com 
pl iment of vour |e xleine, whic h pro bab lv ‘ame to many hundreds ol 
Sie but isn’t that a rather bad practice for men who are influen 
tial in Government to indulge in 4 

If you were to do it over again, in the light of everything that ha: 


} 


hap ype nd, would vou do the same thing again; and this is said with 
out the shghte ‘st touch of censoriousness, because we learn from exper 
ence, which 1 s freque ntly paint il, and we, ourselves, are the cadavers 
upon which we must operate, but if you were to do it again, if th 
situation should present itself again, wouldn't you have scruples about 
aecept! ing? 

Mr. Dawson. Senator, T did nothing improper, but I would not 
do it again. | Laughter. | 

Senator Doveras. I think that is a very fair statement. I think 
that isa fair and manly statement. 

Senator Bricker. You think the limit there is three. | Laughte r. | 

Senator Dovetas. I hope this very lesson has sunk home to a good 
many people, so that in the future they not only refuse to accept hotel 


accommodations, but in general refuse to accept generalized favors, 


because I think it subjects the Government to criticism, it subjects 
the President of the United States to criticism, and upon occasion 
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it can demoralize government by softening people in government 
service, to request interest on behalf of those who have cases before 
the Government upon which the Government will pass. 

I know this has been an unpleasant experience for you to go through. 

Senator Bricker. May I ask another question ¢ 

Senator Futspricnt. Yes. 

Senator Bricker. Have you had any requests, formal or otherwise, 
to use your good offices in obt: aining loans from RFC 

Mr. ‘Daw son. I have had conversations with a that wanted to 
be referred to the RFC, but I never used my good offices to obtain a 
loan for them, Senator. 

Senator Bricker. Did you have any requests to do so 4 

Mr. Dawson. No. sir: I have referred people to the RFC, as I said 
in my statement. 

Senator Bricker. Did you ever talk to anybody about the Kaiser- 
Frazer loan, or any of the Kaiser loans? 

Mr. Dawson. No, sir: other than that it might have come up in the 
general conversation in some way or other, but never anything about 
the loan negotiations, application or anything of that character. 

Senator Bricker. Nobody in the Democratic Committee ever talked 
to you about the Kaiser loans? 

Mr. Dawson. No, sir. 

Senator Bricker. Did Mr. Fitzgerald ? 

Mr. Dawson. No, sir. 

Senator Bricker. You never talked with anybody about those 
loans? 

Mr. Dawson. No, sir 

Senator Futsrigur, Now that he brought that up, Mr. Dawson, 
how do you account for the unusual success ae kenomenal success of the 
Kaiser enterprises in obtaining financial ance not only from the 
RFC, but from other agencies of the Government 7 

Mr. Dawson. I don’t know anything about their success or lack of 
success, Senator. I have nothing to do with their loans. J] have never 
been contacted regarding them. 

Senator Futsricnr. Have you ever heard of Mr. Henry Kaiser ? 

Mr. DAWSON. Yes. 

Senator Futsrieut. Do you know what he does? 

Mr. Dawson. Yes: he is an industrialist. 

Senator Futprieur. Didn't you know that he had for some time had 
creat success in obtaining Federal money ¢ 

Mr. Dawson. I think the last I heard about him was that he paid 
off his loan, somet hing like S90 million. I certainly ha loth ¢ to do 
with his obtaining any loans. 

Senator Futsricur. You only heard about him paying off that loan; 
that was the Fontana Steel loan: wasn't it? 

Mr. Dawson. I don’t know what loan it was. 

Senator Fursricutr. You didn’t hear tbout the Kaiser-Frazer loan 
of $69 million which he took up? 

Mr. Dawson. Just generally. 

Senator Fu.pricur. No one ever consulted vou about it 7 

Mr. Dawson. No. sit 

Senator Futsrigutr. Do vou know Mr. Fly. formerly Chairman of 
the FCC? 

Mr. Dawson. No, sit 
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Senator Futsricnt. Did you ever hear of him? 

Mr. Dawson. I heard of him; yes. 

Senator Futsriegur. You never met him ? 

Mr. Dawson. No, sir. 

Senator Futsricur. He was before the full committee last week, 
complaining quite bitterly about the favored treatment Mr. Kaiser 
had received from the Government. I thought you might know some 
thing about that. 

Mr. Dawson. No, sir. 

Senator Fursrignr. You were not consulted, or were you con- 
sulted when the RFC extended the $25 million credit to Kaiser-Frazer 
Corp. last December? 

Mr. Dawson. No, sir. 

Senator Futsricgur. Nothing was said to you about it! 

Mr. Dawson. No, sir. 

Senator Fu.ericnt. I understood that Mr. Harber discussed it with 
you. 

Mr. Dawson. No, sir. 

Senator Futsricnr. You are sure no member of the Board dis 
cussed it with you? 

Mr. Dawson. There is only one thing: Mr. Rowe asked me on one 
occasion where they could get some information, and I directed them 
to another office, but it was nothing to do with the loan. 

Senator Futsricutr. What was it about ? 

Mr. Dawson. It was just the fact that the RFC felt there was a need 
for coordination in the Government, and that they should talk to other 
people about it, and I simply 

Senator Futsricnt. About what ? 

Mr. Dawson. Well, the fact that a loan application had been filed, 
which, if rejected, would result in unemployment and perhaps a close- 
down of the plant, and those things would affect, I think, the-war effort, 
the unemployment problem, and things of that character, prices, per- 
haps, and I just told him that he ought to see Stuart Symington 
about it. 

Senator Futsriecut. Mr. Rowe talked to you about it? 

Mr. Dawson. Yes. 

Senator Futsricur. Why do you think he talked to you about 
it? 

Mr. Dawson. Because he wanted to find out where to go. 

Senator Fu.tsricut. Where to go to do what ? 

Mr. Dawson. To see if the RFC should take into consideration the 
factors that these other agencies might have to do with. 

Senator Futpricur. Did he ask you 

Mr. Dawson. That is all. 

Senator Futsricut. What? 

Mr. Dawson. That is all. 

Senator Futsrieur. Did he ask your assistance in helping get Kai 
ser-Frazer a contract to build Fairchild Packets? 

Mr. Dawson. No, si 

Senator FULBRIGHT. Did he discuss it with vou? 

Mr. Dawson. I never heard of it. 

Senator Futsricur. You don’t know anything about it? 

Mr. Dawson. No, sir. 
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Senator Fu.sricgut. You know that they do have such a contract; 
don’t you ¢ 

Mr. Dawson. I never heard of the Fairchild Packet. I don’t know 
what it is. 

Senator Futsrieut. Oh; you don’t know what it is? It is an air- 
plane. That is the name of it. I thought you might know something 
about it. 

The facts are that, almost simultaneously with the granting of the 
$25,000,000 loan in December the Air Force did give them a contract, 
authority, or whatever you call it, a letter of intent, to buil | this par- 
ticular airplane now built by the Fairchild Airplane Co. of Hagers- 
town, Md. 

You say Mr. Rowe consulted you about it. You say Mr. Harber did 
not talk to you about it. 

Mr. Dawson. No, sir. 

Senator Bricker. You are from Missouri; aren’t you? 

Mr. Dawson. Yes. 

Senator Bricker. Did you ever hear of a Rel Investment Co. ¢ 

Mr. Dawson. Not to my knowledge. 

Senator BRICKER. Did you ever hear of the Didier Realty & In- 
vestment Co.? 

Mr. Dawson. No, sir. 

Senator Bricker. You don’t know anything about any loans they 
have had? 

Mr. Dawson. No, sir. 

Senator Bricker. Do you know Mr. Finnegan, the collector of inter- 
nal revenue ¢ 

Mr. Dawson. Yes. 

Senator Bricker. Do you know anything about his connection with 
those loans at all? 

Mr. Dawson. No, sit 

Senator Futsricgutr. Do you know Mr. saga an pretty well ? 

Mr. Dawson. Well, I know him very well; 

Senator Fuisrigur. Did he ever discuss any rieiine with you? 

Mr. Dawson. No, sir. 

Senator Fursrieur. Did Mr. Finnegan ever discuss the Nicaro 
Nickel Co. with you 

Mr. Dawson. From the standpoint that he was interested in the 
Nicaro Nickel Co.; yes. 

That was not an RFC matter, as I understand it. 

Senator Futsrieut. Did he discuss that with you, together with 
Mr. Jacobs? 

Mr. Dawson. Yes. 

Senator Futsrigur. What happened to that nickel company ? 

Mr. Dawson. I don’t know, sir. 

Senator Futsriegnt. Were you asked to do anythit 

Mr. Dawson. No, sit 

Senator Futsrigutr. What did you talk about when they asked you 
about it ? 

Mr. Dawson. They were just discussing it, Senator. They didn’t 
ask me about it. They were interested—Mr. Jacobs primarily was 
interested in the operation of the company, which was to be put in 
operation, and they were interested in getting the contract, or what- 
ever it was, for the operation of it. 


r about it? 


4 
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Senator Fursricur. Mr. Jacobs and Mr. Finnegan wanted to 
acquire it, didn’t they ? 

Mr. Dawson. I don’t know the details. 

Senator Fursrienr. I think that is what he testified to here before 
this committee. 

Mr. Dawson. I can’t dispute that. I don’t know. 

Senator Futsricut. When he discussed it with you, did he tell you 
he wanted to acquire it? 

Mr. Dawson. I understood it was a lease operation. 

Senator Futsrigutr. Who had the disposition of it? 

Mr. Dawson. I think it was the General Services Administration. 

Senator Futsrieutr. Did you discuss it with General Services Ad- 
ministration ? 

Mr. Dawson. No, sir. 

Senator Dovetas. Mr. Dawson, do you think it was proper for Mr. 
Finnegan, a responsible employee of the Government, to be interested 
in the acquisition of property which was already under the direction 
of another Government agency ? 

Mr. Dawson. Well, as I understood it, Senator Douglas, Mr. Finne- 
gan was planning to leave the Government if the lease arrangement 
went through. 

Senator Doveras. But while he was in the Government, should he 
have carried on these negotiations ? 

Mr. Dawson. I don’t know how active Mr. Finnegan was in the 
negotiations, Senator. 

Senator Doveias. But assuming he was even partially active while 
in the Government in negotiating for the acquisition of property held 
by another Government agency—— 

Mr. Dawson. Well, he had no connection with this Government 
agency. 

Senator Doveras. No; but he was an influential member of the 
present administration. 

Mr. Dawson. I v ouldn’t see offhand why a Government employee 

should be discriminated against in dealing with a Government agency 
that the Vy are not connecte <l with in ae quir ing something. 

Senator Doucias. When you li ake pub lic office you assume that you 
will serve only the interest of the Government, and will not be « calry- 
ing on private activities on the side, certainly not private activities 
involving the Government. 

Senator Futsrigutr. Well, I don’t know. I presume that all 


Mr. Finnegan devoted to it. whatever it was. was a matter of 


official leave as far as he Was concerned. 


Did you read Senator Williams’ speech in the Senate about Mr. 


Finnegan / 
Mr. Dawson. No. sir: I did not. 


Senator Futsrienr. You did not. Mr. Finnegan has resigned, | 


believe: hasn’t he? 

Mr. Dawson. Yes. 

Senator Funesricur. Mr. Dawson, the office records of Mr. Willett 
show that on October 21, 1948, you called him to make an appoint ment 


for a man named Gilbert about pipe castings. He ap ypeared to be 


connected with the Gilbert Supply Co. in Portland, Oreg. 
Who is Mr. Gilbe rt, and why did you re ‘fer him to Mr. Willett ? 
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Mr. Dawson. Mr. Gilbert is a businessman in Portland. I don’t 
recall that I referred Mr. Gilbert to Mr. Willett. My recollection is 
it was correspondence. Either way, what it amounted to was Mr. 
Gilbert wanted—had a problem in getting pipe; his pipe had been cut 
off, and he wanted to get some pipe. We have lots of references, Sena 
tor, just as you in your oflice do. There are lots of inquiries about 
where people can get help from the Government; and we refer them, 
it is a matter of routine administration. 

Senator Fu.tsricnur. How did Mr. Gilbert happen to come to you 

Mr. Dawson. I think he was here during the inauguration and 
came in. 

Senator Futsricur. How long have you known Mr. Gilbert ? 

Mr. Dawson. Why, I think I have only seen Mr. Gilbert once or 
twice in my life. 

Senator Futsricgnr. What is his first name? 

Mr. Dawson. His initials are A. C. 

Senator Futsricgur. Mr. Willett said this, which appears on page 
695 of the printed record: 

All I know is I received a letter from Mr. Dawson, or a phone call, asking me 
if he would get Mr. Gilbert steel. Il referred that to Mr. Dodds or Mr. Williams; 
someone down below. I don’t know which one. 

I just wonder why did you—in the first place, where did you meet 
Mr. Gilbert, and for what reason did you refer him to Mr. Willett ¢ 

Mr. Dawson. I met him here, I think, during the inauguration. 

Senator Futpricir. You didn’t know him before then 4 

Mr. Dawson. No, sir: and I haven’t seen him since. 

Senator Futsrienr. Now, why would you refer Mr. Gilbert to Mr. 
Willett to vet steel? What has Mr. Willett got to do with steel / 

Mr. Dawson. Mr. Gilbert had : problem of wanting to get pipe, 
I thought it was, and the RFC has borrowers that are in the steel busi- 
ness, and I had to make some reference of it, and I thought that was 
the proper place to make the referring. It is not an unusual thing, 
Senator. 

Senator Futsriegnr. The subcommittee has been informed that Mr. 
Gilbert had been trying to get the Kaiser Steel Co. to sell him steel, 
and had evell tiled a complaint against that company with the anti- 
trust division of the Department of Justice (p. 695). 

Were you aware of that when you referred Mr. Gilbert to Mr. 
Willett ? 

Mr. Dawson. No, si 

Senator Fu.sricut. Do you think it is perfectly proper to use the 
RFC’s influence over a borrower to make them supply steel to appli- 
cants ¢ 

Mr. Dawson. It wasn’t a question of the RFC using influence to 
get steel from them. TI assume what the RFC did was refer the request 
to the borrowers. If they had steel they wanted to sell, there was a 
customer for it. 

Senator Futsrienr. You know that steel was in very short supply. 
It wasn’t a case of anyone looking for customers. The buyers far 
outnumbered the sellers; didn’t they. That was the reason Mr. Gilbert 
came to you. 

Mr. Dawson. Senator, I don’t know the merits of the case. It was 
just a simple, routine reference, and if the company didn’t have the 
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steel to sell to him, that was all right. If they did, they had a good 
sale. 

Senator Futsricur. The Kaiser people led us to believe they 
thought that the RFC was seeking to use pressure upon them both in 
this case and in one other case, I think, the Texmass case, for steel 
‘That was because steel was so short. 

You think it is perfectly proper for the RFC to use this influence 
to accommodate people who apply to you for steel or any other ma 
terial ? 

Mr. Dawson. No, Senator; I think that the RFC should refer the 
business that comes to them to the borrowers if there is any way that 
the borrower may be served, or the person that makes the inquiry 
may be served. 

Senator Futsricutr. Didn’t you feel that Mr. Willett, as a Director 
of the RFC, was in a better position than Mr. Gilbert, to get steel from 
Kaiser Steel Co. ? 

Mr. Dawson. No: it was a matter, Senator of making the contact, 

Senator Futsrigutr. Why didn’t you refer Mr. Gilbert directly) 
to Mr. Kaiser? 

Mr. Dawson. I didn’t know Mr. Kaiser. 

Senator Futrricutr. You knew Mr. Kaiser made steel. 

Mr. Dawson. As a matter of fact, I didn’t know they made steel 
pipe. Senator, there is nothing unusual in making a re ferral of that 
sort. Iam sure the offices up here on the Hill have that sort of thing 
every day. You have to make some disposition of these matters. 

Senator Futsrientr. The Kaiser people thought it was right mw 
usual that their banker. so to speak, to whom at that time they owed 
over $90,000,000, should request them to give steel to someone who 
wasn’t an established customer. 

Mr. Dawson. I think bankers probably refer customers to their bor 
rowers many times, Senator. 

Senator Funerieut. Did Mr. Gilbert ever offer you anything in 
‘connection with your effort in his behalf? 

Mr. Dawson. You mean, did he offer to give me something for doing 
that, Senator? No. 

Senator Futsricutr. Did he get the steel ? 

Mr. Dawson. I have no idea whether he got the steel or not. That 
would be intere sting. to see how much influence I had. 

Senator Funsricutr. Where did you first meet Mr. Merl Young, 
Mr. Dawson ? 

Mr. Dawson. IT don’t know when I first met Mr. Young. I became 
acquainted with him after I returned from the Army in 1946. At 
that time he was an employee of the RFC. 

Senator Fursricnr. When did you first meet Mrs. Merl Young? 

Mr. Dawson. At approximately the same time—no; it would be 
quite a bit later that I met her; I don’t know when. 

Senator Fursrienr. Didn’t you and Mrs. Young come from the 
same county in Missouri? 

Mr. Dawson. Yes: but I never knew her there. 

Senator Futpricur. You did not know her there? 

Mr. Dawson. No, sir. 

Senator Futrricur. I don’t know—did T ask you were von instru- 


‘uring employment for Mr. Young at the RFC? 
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Mr. Dawson. No, sir; I was not. He was working there when I 
came back from the Army. I didn’t know that he was working there. 
1 had nothing to do with his appointment in any manner. 

Senator Fursricur. Well, you were chief personnel officer at the 
RFC when he did apply; ; weren't you? 

Mr. Dawson. No, sir: I was in the Army. 

Senator Futsriegur. Mr. Dawson, if our information is correct. Mr. 
Young’s employment application with the RFC reports that he never 
filed an application to take a Federal service examination. Do you 
know about that? 

Mr. Dawson. No, sir. 

Senator Futprieur. You don’t know anything about his employ 
ment ¢ 

Mr. Dawson. No, si 

Senator Fu.tsrigutr. One reason I asked you is that Mr. Young’s 
personnel file at the RFC contains a record of an action dated Septem- 
ber 20, 1946, over your signature, reinstating him as an examiner at 
erade 13, and salary of $4,500. 

I wondered if thes se matters could be reconciled. in you give the 
committee information about that? 

Mr. Dawson. What is the date of that Senator? 

Senator Futsricntr. September 20, 1946, 

Mr. Dawson. And it is a reinstatement ? 

Senator Futsrientr. As an examiner. 

Mr. Dawson. A reinstatement as an examiner? 

Senator Futpricur. Yes. 

Mr. Dawson. I don’t know what that would mean. I would have to 
see the file, Senator. He was working there when I came back from the 
Army, and that may be some personnel action. I don’t know what it 
would be. 

Senator Fursrieut. If Mr. Young had-never taken a civil-service 
examination, could he have served under a classified civil-service 
status ? 

Mr. Daw SON. If the Civil ser ice (C‘ommissio! 
pointment; he could. 

Senator Futsricur. Without an examination / 

Mr. Dawson. Yes. 

Senator Funsricnt. Is that very unusual, or is that customary ¢ 

Mr. Dawson. No; there are many positions in the Federal service 
that are occupied by people without civil-service status. At that par 

ticular point, the war-service regulations were in effect, and no 
points ents were being made under civil service. 

Senator Futsrientr. What was your relation with Mr. Young while 
you were employed with RFC 

Mr. Dawson. Well, they were very casual relations. His office 
on the same floor. ancl we would see each other from time te 
hall. Otherwise, I had no valakiailavs with him. 


ij) 
A 


Senator Futsricur. Were they social; wer 
s, or business ¢ 
Mr. Dawson. No: they were just relations 
were no business relations, no social relations. 
part of the country that Iwas from. We had) 
Wi i. bond of interest. 
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Senator Futsrienr. Did you ever hear it stated that Merl Young 
was related to President Truman ? 

Mr. Dawson. No, sir: I saw it ina newspaper article once: 

Senator Futsricnr. Did he ever state it ? 

Mr. Dawson. No, sir: not to me. 

Senator Futsrigur. Do you know Hubert B. Steele ¢ 

Mr. Dawson. Yes. 

Senator Futsrient. He is one, according to our testimeny here, who 
heard that there was such relationship. He told the subcommittee on 
March 12, 1950, on pages 1535, 1536, and 1537—Mr. Steele was an 
examiner: was he not? 

Mr. Dawson. Yes. 

Senator Futsriegur. At page 1535: 

Senator Futsricut. Did you think he was related to the President? 

Mr. STeere. Well, I did not know. 

Senator Futsrient. Did you think he was’? 

Mr. STEELE. Well, I rather thought he was, although he never told me he was 

On page 1536, I said: 

How did you get that impression; did Mr. Young tell you? 

Mr. STeete. Well, Mr. Young was my shadow. I was told to take him every 
where I went, and I was a troubleshooter; I was out of town a good bit. 


On page 1537, Mr. Steele said: 


Well, his name was Young, and I knew that the President’s mother was named 
Young, and I knew that Mrs. Young worked at the White House, and Mr. Young 
referred to the “boss” quite frequently, and he told me he even campaigned with 
him when he campaigned for Senator, slept in the same bed with him, and I just 
put 2 and 2 together. I figured there must be something there a little stronger 
than water. 

Would you say it was a common understanding or belief in the RFC 
that there was such relationship? 

Mr. Dawson. I never heard it in the RFC at all, Senator. 

Senator Fu.tsricntr. Do you know what relationship, if any, existed 
between the President and Merl Young during the period from 1945 
to date? 

Mr. Dawson. No, sir. 

Senator Futsricur. Did he have entree into the White House ? 

Mr. Dawson. Yes. 

Senator Fu.tsrieut. To the President ? 

Mr. Dawson. I don’t know what his relationships with the Presi 

‘nt were, Senator. 

Senator Futsrieutr. He had a White House pass? 

Mr. DAWwson, Yes. 

Senator Futpricnur. Does he still have it ? 

Mr. Dawson. I don’t know, sir. 

Senator Funsrienr. Did you have anything to do with Young’s 
employment by Lustron? 

Mr. Dawson. I had nothing whatever to do with it. 

Senator Futsricur. Did you have anything to do with his employ 
ment by the F. L. Jacobs Co. ? 

Mr. Dawson. Not a thing, sir. 

Senator Fursriaur. Did you discuss either of these matters with 
anyone, including Young, prior to Young’s employment by either 
company ¢ 

Mr. Dawson. No, sir: I did not. 
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Senator Futsricur. What do you think of the propriety of Young’s 
being on both payrolls at the same time as a full-time employee in each 
case / 

Mr. Dawson. Well, that is a matter, I think, for the companies to 
answer, Senator. 

Senator Futnrigur. You have no opinion about it / 

Mr. Dawson. No, sir; 1 don’t know what they required of him. 

Senator Funtsricur. Mr. Jacobs never mentioned to you—did he— 
that Mr. Young was In his employ ¢ 

Mr. Dawson. Oh, ves; 1 knew he was in his employ, but I had 
nothing to do with his being employed. 

Senator futpricur. He never consulted you about it ? 

Mr. Dawson. No, sir. 

Senator Futsricur. Mr. Jacobs never asked you about it / 

Mr. Dawson. No, sir. As a matter of fact, Mr. Young was em- 
ployed by Mr. Jacobs, SO far as | know, before l ever met Mr. Jacobs. 

Senator Futsricur. Do you know the facts with respect to his em- 
ploy ment by Lustron and Mr. Jacobs at the same time / 

Mr. Dawson. I know that he was employed by both. 

Senator Futsricnt. Do you know how much he got ? 

Mr. Dawson. No; I don’t. You said awhile ago that he got $18,000 
from Lustron. That is my recollection. What he was getting from 
Jacobs. I don’t know. 

Senator Futnricur. Well, the testimony shows that he was getting 
310,000. He was also getting a very large expense account from each 
company. 

[ wonder if you could tell the committee, what do you consider 


are Mr. Young’s talents that would justify such salaries? 

Mr. Dawson. Well, I think that you would have to find out the 
job that was expected of him by the companies before you could 
answer a question like that, Senator. 

You have to match the man with the job. 

Senator Futsricur. We tried to find that out both from Mr. Jacobs 
and from members of the RFC, but were unable to get any kind of 


satisfactory explanation. 

I wondered if you couldn’t give us some light on the subject. 

Mr. Dawson. I don’t know what his jobs were. I can’t answer that. 

Senator Futsricgur. You know of no special training that he had 
which would suit him for either of those employments; do you? 

Mr. Dawson. I don’t know what special training he had, and I 
don’t know what his job was with either company. 

Senator Futsrigur. Wouldn't it occur to some people that perhaps 
the special qualification he had was his entree to the White House ¢ 

Mr. Dawson. I wouldn’t say a thing like that, Senator. 

Senator Futsrigur. Did Mr. Young ever entertain you, or your 
wife, or both of you together, or separately ¢ 

Mr. DAWwson. Yes: I] have been out with them. I have entertained 
him, too. 

Senator Fursrigntr. You know, Mr. Dawson, that both of these 
companies were RFC borrowers while Mr. Young was working for 
them ¢ 

Mr. Dawson. Yes. 


S0O585—hH1 pt 
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Senator Fvisrieur. In your judgment, did that have any bearing 
upon the propriety of the matter ? 

Mr. Dawson. Well, there again, Senator, I didn’t employ him. 
I knew nothing about his employment; I had nothing to do with it. 
What his jobs were, I don’t know. 

Senator Futsrient. Mr. Dawson, according to all the records we 
have, both in Mr. Willett’s and Mr. Dunham’s testimony, and office 
records, you were in fairly constant and continuous communication 
with Mr. Young. It is very difficult for us to reconcile your statement 


that you know nothing about his activity because of your constant 


association with him. 

Mr. Dawson. I did not say I knew nothing about his activities. 
Furthermore, I would like to correct the impression that seems to 
exist that I was in constant touch with him. I was not. 

Senator Futsrienr. Well, it was maybe not constant, but it was 
quite frequent during the period which we studied, and that is 2 
years, 

Mr. Dawson. I would like to know more about that, Senator. | 
have seen him on occasion, but I certainly want to again state that 
there is a misimpression about a constant association with him. 

Senator Funtsricur. One other question. 

What do you think Mr. Young’s function has been with the Jacobs 
Co. ? 

Mr. Dawson. I do not know. 

Senator Bennerr. I would like to turn back to the testimony about 
this “constant association.” 

Mr. Dunham, in his statement said, referring to the Lustron matter: 

I am sure I discussed it with Messrs. Dawson, Jacobs, Windham, and Young 
whenever we were together, which was usually when Mr. Jacobs came to 
Washington and invited us to dinner. 

Then there was some questioning, and Senator Capehart said: 

In other words, Jacobs came to town occasionally, or quite often; and, when 
he did, he invited the four of you to dinner and you got together? 

Mr. Dunham said “That is right”; so, there is an evidence of a con 
tinuing pattern of association. 

Mr. Dawson. No, Senator; I only recall having dinner with Mr 
Jacobs and Mr. Dunham on two occasions, and our families were 
present on those occasions. 

Senator Bennerr. You might be interested in some more of Mr. 
Dunham’s testimony. 

Senator Capehart said : 

My point is: Why did you, a Director, discuss Lustron with Dawson, Jacobs, 
Windham, and Young, who had absolutely no connection with RFC whatever 
or should have had no connection ? 


Mr. Dunham said: 


I can explain that only in this way: that I was seeking light wherever | 
could find it. These were the only men I knew in Washington. I wondered if 
there was something I overlooked in the rules of this game, and I therefore 
discussed any problem that seemed as much a matter of public record as 
the Lustron situation was. 


And he goes on: 


Did Mr. Jacobs always pay for the dinner? 
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His answer was: 


I do not know about always; he usually did. 

Senator Bennett. Did you discuss any other RFC troubl 
men? 

Mr. DuNHAM. I only discussed—my only recollection is that 
about the troubles in getting men to come down to the key 
things like that. 


e spots with these 


we did talk 
positions, and 


Then Senator Capehart reminded him: 


Now, Mr.- Dunham, in about the middle of that paragraph you Say at one 
point in these conferences it was decided there should be a study of the 
pany’s operation to aid in determining the financial marketing and engineering 
possibility of the company to determine the efficiencies and possibilities of 
production system. My question is: Why would you discuss 
that with Dawson, Jacobs, Windham, and Young? 


con 


such things as 


who had absolutely no connection with RFC, and Mr. Dunham an- 
swered : 


I got the impression, Senator, that they were quite 
Lustron situation, and its political implications, and 
lem would be quite a help. 


concerned with the 
any solution of that prob 


So, there Dunham left the impression that you were quite fre- 
que ntly together, not in association but in a situation where you were 
obv iously together to discuss problems atfecting RFC, and Mr. Dun- 
ham suggests that you were there to discuss, among other things, their 
political implications. 


Mr. Dawson. Senator, of my own knowledge, I say that we were 


not together frequently, or constantly, or many times together with 
Mr. Jacobs and Mr. Dunham and Mr. Young. You were out of the 
room, I think, this morning when I answered that question earlier. 


Senator Bennerr. Was it on the basis of the same reading from the 
transcript / 

Mr. Dawson. Yes, sir. Now, I would like for the Senator to know 
the situation. On the few times that I had dinner w pa those gentle- 
men, the question of the Lustron loan may have come up; but, insofar 
as I am concerned, Senator, the only interest that was ever e apne 
was regarding the question of production of houses, efliciency of op- 
eration, economy of operation, sale of the houses, and suc . general 
questions; nothing about the loan. The loan had alre ady been made. 
Nothing about a shift in management, as has been implied here; they 
were only general questions, Senator. 

Senator Bricker. There was a question of the extension of the loan 
for additional amounts; was there not, at that time / 

Mr. Dawson. Senator, I never had any concern about that. : 

Senator Bricker. You did not know whether they needed any more 
money or not? 

Mr. Dawson. I never concerned myself with that at all. 

Senator Bricker. When you were down at Mr. Jacobs’ in Florida, 
along with Mr. Young, was Mr. Young at that time an employee of 
the Jacobs Co. ? 

Mr. Dawson. I think so. 

Senator Bricker. And you knew it at the time 4 

Mr. Dawson. Yes. 

Senator Bricker. Did you know that Mr. Jacobs ha loan from 
RFC? 

Mr. Dawson. I did at that time: yes, sir id not know that 
when I first met him, but I knew it then. 
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Senator Bricker. You did know it when you went to Florida ? 

Mr. Dawson. Yes. 

Senator Bricker. Do you know that Mr. Young was also on the 
payroll of the Lustron Corp. at that time ? 

Mr. Dawson. Yes; I did. 

Senator Bricker. And you knew what he was getting from 
Lustron ? 

Mr. Dawson. I do not know that I knew what he was getting. 

Senator Bricker. Did you know anything about Mr. Jacobs’ inter- 
est in Lustron at that time? 

Mr. Dawson. No sir. 

Senator Bricker. Did you know anything about his connection 
with Mr. Strandlund ? 

Mr. Dawson. No, sir. 

nays Bricker. It was during that time also, or in 1948, was it 

. that you testified this morning that Mr. Young was very active 
the campaign ! 

Mr. Dawson. That was in 1948, before I had ever met Mr. Jacobs. 

Senator Bricker. You did not know Mr. Jacobs at that time? 

Mr. Dawson. No, sir. 

Senator Bricker. You knew Mr. Young? 

Mr. Dawson. I did. 

Senator Bricker. Did you know at that time that he was on the 
payroll of the Jacobs Co. ¢ 

Mr. Dawson. In 1948¢ I do not know whether he was or whether 
he was not. 

Senator Bricker. Do you know whether he was with Lustron at that 
time / 

Mr. Dawson. He was with Lustron at that time. 

Senator Bricker. Do you know who paid his expenses on those 

campaign trips / 

Mr. Dawson. I do not know anything about that. 

Senator Bricker. Would you think it proper that a borrower from 
RFC should pay his expenses or have him on the payroll while he 
spent his time on that campaign 4 

Mr. Dawson. I would assume these expenses were paid by the na 
tional committee, Senator. 

Senator Bricker. When he was working in the campaign, he was 
not doing anything for Lustron or Jacobs, or could he not have been / 

Mr. Dawson. I do not know what his relationship was there, 
Senator. 

Senator Bricker. You never discussed it at any time ? 

Mr. Dawson. I knew he was there working, and that was all. 

Senator Bricker. When you found out what what his relations were 
with Jacobs and Lustron Corp. and the pay he was getting from them, 
and his expenses, did it concern you at all that he was giving so much 
time to the campaign when he was on the payroll of borrowers from 
RFC? 

Mr. Dawson. I do not know he was on the payroll of Jacobs at that 
time. 

Senator Bricker. Even if he were working for the Lustron Corp. ? 

Mr. Dawson. No; it did not give me concern. I had my own jol 
todo. I was not concerned about his. 
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Senator Bricker. You were in the campaign 4 

Mr. Dawson. Yes, sir. 

Senator Futsrienr. Did Mr. Young call you often on the telephone ‘ 

Mr. Dawson. Yes; I talked to Mr. Young every once in a while. 

Senator Fuupricur. That is what I meant. I think our over-all 
record shows that it is fair to say that between the telephone calls, the 
luncheons arranged by Mr. Young or Mr. Dunham, that there was a 
fairly frequent communication on matters I presume dealing with 
public affairs, particularly the RFC. Do you think that is an unfair 
statement ? 

Mr. Dawson. I think that is unfair, Senator. 

Senator Futsricur. In what respect / 

Mr. Dawson. I do not think that our dealings had to do with the 
RFC at all. 

Senator Futsrigur. Well, what do you think they had to do with? 

Mr. Dawson. Why, we had a number of items in common, Senator. 

Senator Futpricur. Such as what ? 

Mr. Dawson. We came from the same part of the country. We 
knew the same people back home. We had mutual friends here. It 
was natural and good friendship. During the early part of the time 
that he worked for the Lustron Corp., he liked to talk about the Lus- 
tron house, and I was quite interested in it myself. I thought that 
there were many points of interest in the house, and I liked to vet 
the information about it. 

On other occasions, after he began to work in the campaign in 1948, 
we had a great deal to talk about then. That was an exciting year. 
As a matter of fact, he was working for the national committee and 
arranging the itinerary of the President during the campaign, and 
my job had to do with arranging for visits by the P resident to different 
places, and naturally we were thrown in touch a great deal. It was 
perfectly natural that we would talk. and many times, Senator, we 
would talk about politics. You speak about the RFC. We had 
friends in the RFC; he had worked there, I had worked there, and 
naturally their names would come up, and we would pass the time of 
day about them. but in my conversations with Mr. Young, I had noth- 
ine to do with business before the RFC, and I never interceded for 
him there, I never helped him get a job there, I never sponsored him 
for a job, and there was nothing but the general routine run-of-the- 
mine stuff you would talk about at any luncheon. 

Senator Futericur. When he was working for the National Demo- 
cratic Committee, his expenses were paid by Lustron, were they not / 

Mr. Dawson. I do not — 

Senator Funpricutr. I believe that was his own testimony. 

Mr. Dawson. I just do not know, Senator. . 

Senator Futsricut. His telephone calls, then, as well as th ie other 
lune heons, you conside1 . tO be for soc lt al pur poses pr War ily 

Mr. Dawson. That is correct. 

Senator Futsricut. Do you know of Mr. Young’s association with 
Mr. Joseph Rosenbaum ? 

Mr. Dawson. J do now, sir. I did not before vour hearings com- 
menced. 

Senator Futpricut. Do you think that that association subjects you 
to any criticism ? ; 

Mr. Dawson. I do not see why it should. 
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Senator Futsricur. You see nothing wrong with that? 

Mr. Dawson. I had nothing to do with it at all. I was not even 
cognizant of it. 

Senator Funsricur. Mr. Young never mentioned Mr. Rosenbaum 
to you? 

Mr. Dawson. No, sir. 

Senator Doveias. Mr. Chairman, I do not want to rehash old 
evidence, but I think it is important to keep in the foreground of our 
thinking the fact that Mr. Young not only collected salaries of $18,000 
and $10,000 respectively, from Lustron and Jacobs at the same time 
when he was presumed to be working full time for Lustron, but in 
addition he had duplic ate expense accounts which amounted, in the 
case of the Jacobs Co. to $8,121.90 in 1949, and an identical amount 
for the Lustron Corp. for the same year, or a total of approximately 
$16.250, so that if you add the expense accounts to the salary, you have 
total receipts of $44.500 for - year 1949, 

Now, to my thrifty soul, we go through the analysis of the 
expense accounts, you will find every week he turned in a bill for 
entertainment ranging from $112 to $175 a week, just for one company 
alone, and presumably a duplicate amount for the Jacobs concern. 

Now, while I know one cannot be one’s brother’s keeper, I would 
like to ask Mr. Dawson whether he thinks it was proper actually on 
Mr. Young's part? 

Mr. Dawson. Senator, I do not know what Mr. Young was doing 
for the companies, or what his expenses included. I have no way of 
passing any judgment on it. 

Senator Dovenas. In view of the fact that people were spreading 
rumors that he had connections with—that he had a pass to the 
White House, in view of the fact that his wife was aanan in the 
White House, do you not think, in order to protect the reputation of 
the White House, you should have inquired into this to see whether 
it should be corrected 4 

Mr. Dawson. Senator, I knew nothing about his expense accounts 
at all. 

Senator Doveias. You thought the entertainment he carried on 
he was paying for himself? 

Mr. Dawson. I know he had or assumed he had an expense account 
with his company; but I did not know what entertaining he did. 

Senator Futericut. Do you know whether Mr. Young sought the 
aid of anyone else in the White House on behalf of the Lustron Co. 

Mr. Dawson. No, sir; I do not. 

Senator Futsricur. Did he ever discuss the Kaiser-Frazer loan 
with you ¢ 

Mr. Dawson. No, sir; he did not. 

Senator Futsrieutr. Did he ever talk with you about the Texmass 
loan ¢ 

Mr. Dawson. No, sir; he did not. 


Senator Fursrientr. Do you know about the allegation that Mr. 
Young sought to collect $85,000 from Texmass for getting favorable 


action on the loan application { ¢ 
Mr. Dawson. Yes. sir: I have heard about it. 
Senator FuLBRIGHT. Did you ever talk with him about that? 


Mr. Dawson. I think that I perhaps talked to him about it. I am 


pretty sure that I did, and the extent of the conversation was that 
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somebody had accused him of soliciting a fee, and he said there was 
nothing to it, and that he was incensed about it. 

Senator Futsrigur. When did you first learn of the allegation / 

Mr. Dawson. Senator, I do not know. It has been some time ago. 

Senator Futsricut. Was it prior to the hearings? 

Mr. Dawson. Yes, sir. 

Senator Futsrigur. Did Mr. Hise ever mention it to you? 

Mr. Dawson. No, sir: I do not believe he did. 

Senator Futsrigntr. Mr. Dawson, where does the impression come 
from that Mr. Young should have credit for negotiation of the Lustron 
loan ¢ 

Mr. Dawson. I did not know that that impression existed. 

Senator Futsrigutr. You had never come across people who had 
such impression ? 

Mr. Dawson. No, sir. 

Senator Futsrienr. You were still in the RFC when the Lustron 
loan was first made? 

Mr. Dawson. If you would give me the date, I could tell you, Sena- 
tor. I left there August 6, 1947. 

Senator Fuusricntr. It was first approved in June of 1947, and 
finally acted upon in September of 1947. In other words, the last 
day of the act which would authorize such a loan was the end of the fis- 
cal year 1947; that is, June 30. It was authorized, that is, a tentative 
authorization in order to comply with the law, but finally formalized 
in September, I think. You did not know anything about it / 

Mr. Dawson. No, sir: I never had anything to do with it at all. 

Senator Futsricut. Were you ever interested in seeing Mr. Young 
appointed secretary of the RFC? 

Mr. Dawson. No, sir; I was not. 

Senator Fuusricnr. Is it correct that you did not or did you recom 
mend his appointment to Mr. Goodloe when Mr. Hobson left ? 

Mr. Dawson. I did not recommend him. 

Senator Futsrieutr. Could you tell us what happened at that time 
when Mr. Hobson left ? 

Mr. Dawson. Well, my nearest recollection of that is that when he 
left, Mr. Goodloe called me and said that they were going to appoint 
Mr. Cole secretary, and I said that is fine. 

Senator Futsriegutr. You consulted wrth Mr. Cole? 

Mr. Dawson. He called me and said that was what they had in 
mind, 

Senator Futsricur. How long did Mr. Cole hold that job / 

Mr. Dawson. Oh, I do not know. 

Senator Futsrigur. When he left, did you make any recommenda 
tion ¢ 

Mr. Dawson. Yes, sir. 

Senator Futsrignt. What was your recommendation ? 

Mr. Dawson. I recommended that Mr. Arthur Merritt be made 
secretary. 

Senator Fu.tsrieur. The same Mr, Merritt who is down there now? 

Mr. Dawson. That is correct. 

Senator Futsricut. He is a close friend of yours ¢ 

Mr. Dawson. Yes; he has been. 

Senator Futsrieut. Do you consider him qualified for a responsible 


job in the RFC? 
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Mr. Dawson. Eminently so. 

Senator Futsrientr. But you never made recommendations for Mr. 
Young’s appointment ? 

Mr. Dawson. No, sir; I did not. 

Senator Futsricur. Instead of Mr. Merritt’s appointment, Mr. 
Nielson was appointed, was he not ? 

Mr. Dawson. Yes, sir. 

Senator Futsricutr. Who proposed his appointment ? 

Mr. Dawson. I think a number of people did, Senator. 
endorsed him fer that. 

Senator Funsrigur. Yes, I did. 
propose him. 

Mr. Dawson. I do not know. 

Senator Futsricutr. Do you remember whether there was strong 
controversy about it at that time? 

Mr. Dawson. No; there was no controversy that I recall. 

Senator Futsrieur. Did you have any difference with Mr. Hise over 
that matter? 

Mr. Dawson. No, sir 

Senator Futsrigur. Has Mr. Young ever solicited your support 
in connection with any matter since you have been in the White 
House ? 

Mr. Dawson. No; he never solicited any support from me. 
had any business dealings with him at the RFC at all. 

Senator Futsricnt. Mr. Dawson, the staff of the subcommitte: 
attempted yesterday to reach Mr. Young by telephone to advise hin 
of this hearing so that he might be present if he felt it desirable. Wi 
were unable to contact Mr. Young. We found that the telephone has 
been discontinued both at his residence and at the oflice of the Com 
mercial Insurance Corp. Can you tell the committee where Mr. Yow 
is at the present time, and what his occupation is? 

Mr. Dawson. I cannot; on either point. 

Senator Futsrigur. When did you last see him ? 

Mr. Dawson. Several months ago when the committee excused h 
from the hearings, and he was leaving town. 
and that is all. 

Senator Bricker. May I ask a question or two, Mr. 

Senator Futsrient. Yes;*go ahead. 

Senator Bricker. When did you first receive a letter from the 
chairman of this subcommittee advising you of the hearings an 
telling you we would like to have you come down / 

Mr. Dawson. I do not have that letter with me, Senator. 
know when it was. 

Senator Bricker. How long ago, approximately ? 

Mr. Dawson. I do not know; 45 days ago, perhaps. 
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Senator Bricker. How come it was so long before you decided to 


come down and testify, after vou received that letter / 

Mr. Dawson. Senator, I have always been willing to come befor 
this committee. As a matter of fact, 1 have been rather anxious to 
Senator Bricker. Did you notify the chairman to that effect / 

Mr. Dawson. No, sir: the letter, as I understood it, was an opel 


invitation and was to Sa acted upon whenever the decision was mace. 


Senator Bricker. Then there was a second letter asking vou t 
come. 
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Mr. Dawson. That is right. 

Senator Bricker. It was only after that that you gave it further 
consideration / 

Mr. Dawson. It has always been under consideration. I think 
you are aware, Senator, that there is a question as to whether members 
of the President’s immediate staff should come before congressional 
committees, and that question had to be resolved. 

| asked the President in this particular case if he would not permit 
me to come here before you gentlemen so I could tell you my side of 
the story, and he very graciously consented. 

Senator Bricker. That was after the second letter / 

Mr. DAWSON, Yes: | had talked to him previousl\ about it. ot 
course. 

Senator Bricker. You say your statement this morning was pre 
pared with the assistance of the White House staff ? 

Mr. Dawson. Yes. 

Senator Bricker. Did they read the record; do you know ¢ 

Mr. DAWSON. Well, the basic work On the stutement Was done by 
me, and the record was worked up so that I could have the testimony 
as related to me. 

Senator Bricker. You only read the portions that referred to you 4 

Mr. Dawson. Generally that is true. There may have been some 
other portions. 

Senator Bricker. How much of it did you read? 

Mr. Dawson. I can't tell you, Senator. Not very mu 

Senator Bricker. Did you read enough to determine in your ow 
mind whether the characterization of this testimony and the report 
ot the committee -you re id the report ; didn't you ( 

Mr. Dawson. Yes: I read the report. 

Senator Bricker. Whether that report was asinine, or not ‘ 

Mr. Dawson. Senator, I don’t think I should answer that question. 

Senator BRICKER. Just one more quest ion: 

You testified this morning in regard to Mr. Joseph Major? 

Mr. Dawson. Yes. 

Senator Bricker. Do you know where he is now / 

Mr. Dawson. No, sir: I do not. 

Senator Bricker. Do vou know whether he went in Government 
service, where he is e mip love «| é 

Mr. Dawson. I don’t know anything about him, sir. 

Senator Bri KER, You don't know anything about his havi Oo been 
dismissed / 

Mr. Dawson. I knew he was dismissed, sir. His position was abol 
ished. 

Senator Bricker. Did you ever talk to Mr. Jess Larson about his 
dismissal ¢ 

Mr. Dawson. I think he advised me that Mr. Major was going to be 
dlismissed : ves, 

Senator Bricker. By tele ‘phone ¢ 

Mr. Dawson. It was by telephone. 

Senator Bricker. Did you agree or disagree with him in his judg 
ment ¢ 

Mr. Dawson. I said it was “perfectly within your discretion to 
make whatever decision is necessary. 
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Senator Bricker. Did you ever call him afterward about the mat- 
ter? 

Mr. Dawson. No, sir. 

Senator Bricker. You only talked to him that once? 

Mr. Dawson. That is right. 

Senator Bricker. That is all. STUD 

Senator Futsrigutr. Do you have any more questions / 

Senator Bennerr. No, sir. 

Senator Futsrienr. It is after 4 o’clock. I believe since we can’t 
possibly finish this evening, anyway, we will recess until 10 o’clock in 
the morning, Mr. Dawson, and I hope we will be able to finish it up 
fairly quickly tomorrow. 

The committee stands in recess until 10 o'clock tomorrow morning. 

(Whereupon, at 4: 10 p. m., the hearing in the above-entitled matter 
was recessed until 10 a. m., of the following day.) 
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STUDY OF RECONSTRUCTION FINANCE CORPORATION 
LENDING POLICY—PART 3 


FRIDAY, MAY 11, 1951 


Unrrep Sratres SENATE, 
SUBCOMMITTEE ON THE RECONSTRUCTION 
FINANCE CORPORATION OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, dD. ( 
The subcommittee met, pursuant to recess, at 10 a. m., In room 457, 
Senate Office Building, Senator J. William Fulbright (chairman of 
the subcommittee) presiding. 
Present: Senators Fulbright, Maybank, Douglas, and Frear. 
Also present : Senator Bennett. 
Theodore Herz, staff director; John T. M. Reddan, special legis- 
lative counsel; and James H. Foley, committee investigator. 
Senator Fu.tsricut. The committee will come to order. 


TESTIMONY OF DONALD S. DAWSON—Resumed 


Senator Futsriegnt. Mr. Dawson, you told the subcommittee yes- 
terday that you saw no impropriety in your accepting the comphi- 
ments of the Saxony Hotel while you were its guest. You told the 
subcommittee also that you had no opinion regarding the propriety 
of Mr. Robertson’s cost-free stay at the Saxony. not withstanding that 
he was the RFC examiner assigned to the hotel’s loan applicati on, and 
I believe the only one who approved the loan with the arenes ion of 
the Board. You told us also that you saw nothing to arouse criticism 
in the fact that Merl Young was ‘employed on two full-time jobs at 
once and drew an $18,000 salary from Lustron and $10,000 from 
I’, L. Jacobs Co. at the same time that he drew expense accounts from 
the same companies. The fact that both were RFC borrowers seemed 
to make no difference to vou. You also indicated that you attached 
no special significance to Mr. Gilbert’s attempt to approach the Kaiser 
Steel Corp. through you and the RFC in an endeavor to obtain steel 
when it was a scarce commodity, and you thought it perfectly appro- 
priate both for you and the RFC to help Gilbert contact the Kaiser 
people. 

In addition to these things you told the subcommittee that you 
attached no particular significance to your friendship with John 
Skiles, insofar as his 2-year-long dispute with Mr. Glidden was 
concerned. 

The subcommittee, on the other hand, has been critical of all of 
these things. It has also been critical of the appearances of your 
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association with Jacobs, Windham, Willett, Dunham, and Young in 
light of the other relationships between these people, but again you 
attach no particular significance to these things and regard them as 
ordinary social contacts. 

It seems that the members of this subcommittee regard these various 
matters with reference to a set of standards different from those which 
you employ, and so it seems we have developed in this hearing little 
but a difference in viewpoint. Considering all these things, I am 
somewhat hesitant to approach the subject of today’s discussion. It 
is entirely possible that this again will develop merely a difference in 
viewpoint as to the significance of the matters under consideration. 

However, in order to make the record complete, we will discuss the 
oil venture in Gaines County, Tex., with which you are familiar and to 
which you referred in your opening statement. 

I wish to introduce in the record at this point a résumé of the facts 
prepared by the staff on the Gaines County oil venture business. I] 

will not read it all. It is rather lengthy. 

(The material referred to is as follows:) 


SUBCOMMITTEE ON RecONSTRUCTION FINANCE CorPoRATION MEMORANDUM Co 
CERNING AN OIL VENTURE IN GAINES County, TEX. 


Tl? froduc tion: 


On August 21, 1950, while examining the files of E. Merl Young, subcommittee 
investigators found a copy of a letter written by James Windham to Rex Jacobs 
under date of June 12, 1950, which referred to an oil venture in Gaines County 
Tex. The letter named six persons as being associated in the venture. It listed 
them and the interest of each as of that date, as follows: 

Percent Percent 
Rex C. Jacobs be 20 | Donald Dawson 10 
James C, Windham eo 20 | William Boyle___- canigtana 10 
E. Merl Young- : 20 
Phil Regan ; 20 Total__- 100 


Rex C. Jacobs is president of the F. L. Jacobs Co. of Detroit. He is the 
employer of Windham and has twice been the employer of Young. He has 
entertained Regan und Dawson at his estate in Florida. Jacobs was closely 
associated with RFC Director Walter L. Dunham in connection with a survey 
of the Lustron Corp. made for the REC in 1949, It has been alleged that Jacob 
conspired with Dunham to obtain control of Lustron in disregard of existing 

ests and in disregard of propriety. The F. L. Jacobs Co. has been an 
borrower in the past. and in 1949 it obtained a loan of approximately 
$3,000,000 which was repaid in July 1950. 

James CC, Windham was an aide to REC Director George Allen at the time the 
$3.000,000 loan was made by RFC to the F. L. Jacobs Co. Shortly thereafter he 
accepted employment with that company and is now its treasurer and one of 
its directors. Until recently he was a member of the advisory committee ass 
ciated with the Detroit RFC loan agency. He also was a close friend of E 
Merl Young and RFC Director Dunbam, and had considerable influence wit! 
the latter in RFC matters. 

E. Merl Young allegedly offered to be influential for a fee on behalf of Texmass 
Petroleum Co. when it was seeking to obtain a $10,000,000 loan from the RFC 
He has denied this allegation. Young's wife until recently was associated witl 
the President’s staff and Young is reported to have White House connections 
He has been on friendly terms with Donald Dawson, the President's aide, and 
with RFC Directors Willett and Dunham. From time to time he has been active 
in the regular organization of the Democratic National Committee. He was 
formerly employed by RFC. During 1949 he was both vice president of the 
Lustron Corp. at a salary of $18,000, and an official of the F. L. Jacobs Co. at 
a salary of $10,000. During the early part of 1951 he was again on the payroll 
of the F. L. Jacobs Co. in case that company should require his services. His 
salary in 1951 was at the rate of $18,000 per vear. 

Phil Regan is a movie, radio, and television entertainer who has been active 
in politics for a number of years. 
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Donald Dawson was formerly personnel officer of the RFC and at present 
is personnel adviser to the President of the United States. He has been closely 
associated with Jacobs, Young, Windham, Dunham, and Willett and appears to 
have exercised influence over the decisions of the latter two on RFC matters. 

William M. Boyle, Jr., is chairman of the Democratic National Committee 

Because of the influence which this group, with the exception of Regan, ap- 
peared to exercise over the RFC, the subcommittee made an investigation of the 
oil venture during which the following facts were developed : 

RFC did noi finance the venture 

RFC did not finance the wildeat drilling. None of its officials o1 
appeared among the joint venturers and, as of the date on which these facts 
were assembled, November 10, 1950, no RFC borrowers had an interest, direct 
or indirect, in the project. 

The original financing of the venture was in technical breach of an REC 


agreement then outstanding, but this seems to have been a relatively 


al 


elnployvyees 


loan 
unim- 
portant matter. Officials of F. L. Jacobs Co., the borrower, have : sed the sub- 
committee that they considered the breach unimportant. It did tt impair the 
position of RFC. ‘They say the full repayment of their RFC loan was th i 
minent and contemplated at the time, and they say they gave REC notice 
of the impending repayment instead of giving notice of the impending breach. 
The loan was paid in full in the month of July. 


Promotion of the Gaines County acreage 


In January 1950 or earlier, Leroy R. Mabry began to assemble the block of oil 
properties in Gaines County in which the venture is situated. This block con- 
tains seven sections of land, a total of 4,480 acres. 

Mabry first heard of the Gaines County prospects from A. D. Lamb, an oil 
engineer of Austin, Tex. He was introduced to Lamb by Temple Pouncey, as- 
sistant manager of the Baker Hotel in Dallas. Mabry’s contact with the land- 
oWners came about through a friend, J. T. Price, who is employed by the tele- 
phone company in Dallas. Price happened to be with Mabry when he first 
examined the maps of Gaines County. He was acquainted with Elgar Robertson, 
a Dallas attorney whose parents are the owners of the land, and he brought 
Mabry and Robertson together. Mabry negotiated the leases with Elgar Robert- 
son’s parents. 

The leases are dated as of January 3, 1950, and they were recorded 
1950. Having assembled them, Mabry looked up his friend, W. 
told him of the promotion, and enlisted his assistance in locating 
would be willing to finance the drilling of a test well. These 
friendly, Mabry feeling free to use Allaun’s office quarters when 
out of town, as he was when the subcommittee’s investigators arrived in 
to interview the promoters. 

Allaun got in touch with Tim B. Kirby through a mutual friend, Joh 
and Kirby placed the opportunity at Phil Regan’ disposal. Regan solid 
to Rex Jacobs, James Windham, and Merl Young. Kirby had met 
time earlier during the course of dealings which 
ployer, the Magnolia Petroleum Co. 

The group of joint venturers which Regan represents paid no cash considera- 
tion for these leases which it acquired. These covered 1,440 of the 4,480 acres 
and the consideration for their transfer was the undertaking to drill. Assign- 
ment of the interests to Phil Regan, trustee, was made on April 22, 1950 

Mabry paid no cash consideration for the leases which he assembled in the 
promotion. He acquired them from the landowners with the understanding 
that a well would be drilled within a specified time and that the landowners 
would receive a one-eighth royalty interest and a payment of S50 per 
of the proceeds from the sale of certain portions of the oil. For their services 
in facilitating the promotions, royalty interests in various 40-acre tracts were 
assigned to A. D. Lamb, Temple Pouncey, J. T. Price, W. i. “Topp” All: 
Johnny Cox, and Tim Kirby. For the most part, these assignments were 
pleted around the middle of May 1950. Other royalty 
Mabry for cash and still others were retained by him 
promotion. 
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Regan and Young set up the venture 


Having heard that ‘Topp’ Allaun had some leases and was looking fo 
one who would drill, Tim Kirby called Regan, and some days after 


some 
ter preliminary 


conferences had been held in Midland, Tex., Regan got in touch with him and 
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told him to proceed with the arrangements. Merl Young was present at the 
conferences in Midland. Regan described the prospects at Jacobs’ place in 
Homestead, Fla., to a group of people, including Donald Dawson, who were 
assembled there early in April. Jacobs refers te this as a “sales talk.” 

The properties on which the venture is founded were registered in the name 
of Phil Regan, trustee, on April 22, 1950. 

The Gaines County venture began formally on April 24, 1950, when Jacobs, 
Windham, Young, and Regan entered into a joint-venture agreement in which 
they undertook to share equally in the costs and obligations of the wildcat proj 
ect and in the revenues which it might produce. The joint-venture agreement 
recited that the parties “are the beneficial owners in equal shares of a series 
of oil and gas leases covering property located in Gaines County. fir? 
It also recited that it was the intention of the parties “in the event the first 
well * * * is a producer, to enter into a more detailed agreement with re 
spect to the further development of the property. * * *” 

Merl Young borrowed $120,000 to finance the venture 

When it was agreed that the venture would be undertaken, Jacobs proposed 
that it be financed with the funds of the F. L. Jacobs Co., placed at Merl Young's 
disposal on unsecured loans. Windham says he pointed out that such loans 
would be in violation of the conditions of a loan agreement then existing be 
tween RFC and F. L. Jacobs Co. 

After discussing the matter, Windham and Jacobs agreed that the financing 
could be undertaken as proposed notwithstanding the breach. F. L. Jacobs Co. 
wis then planning to repay the RFC loan in full and it was felt that the breach 
of the agreement would be rendered unimportant by this circumstance. The 
company then advised RFC of the imminence of repayment of the loan, It did 
not give notice of its intention to lend to Young on unsecured notes. 

The total amount of F. L. Jacobs Co. funds which was advanced to Mer] 
Young for use in the Gaines County venture was $120,000, The debt was evi- 
denced by three unsecured 4-percent notes—one for $60,000 dated April 24, 1950; 
one for $40,000 dated June 13, 1950; and one for $20,000 dated July 20, 1950. All 
matured, but were not paid, on September 30, 1950. 

Windham advised the subcommittee that repayment of the notes had been 
extended informally because the venture was in process of liquidation and 
settlement, and repayment of the notes would be expected as one of the acts of 
final settlement. 

Except for the joint-venture agreement which required the original four parties 
to share all eosts equally, there was no written arrangement regarding the 
$120,000 indebtedness which ran from Merl Young to the F. L. Jacobs Co. Wind 
ham told the subcommittee that as he understood the arrangement, the parties 
would be required to share equally with Merl Young in this as in other obliga 
tions of the venture. Jacobs, however, said that he had entered into a separate 
agreement with Regan exempting Regan from responsibility of any portion of the 
debt, and both Windham and Jacobs said that they had an arrangement with 
Claire Jacobs, the brother of Rex, which reduced their formal responsibility for 
the debt by a one-third portion assumed by Claire Jacobs. Those agreements 
are discussed in further detail later in this memorandum. 

Windham acknowledged that if Merl Young should finally default in the repay 
ment of his debt of $120,000 to F. L. Jacobs Co., the entire debt would have to be 
assumed by Rex Jacobs, Claire Jacobs, and James Windham, because of the 
trusteeship imposed upon them by virtue of their being directors of F. L. Jacobs 
Co., a publicly owned enterprise. 

The second well required $40,000 

In the middle of September of 1950 an additional $40,000 in cash was injected 
into the venture to finance the payment of outstanding obligations and the drilling 
of a second well. Out of this $40,000 total, Phil Regan supplied $4,000, by a check 
earmarked only for the second well, and $12,000 each was supplied by Rex Jacobs, 
James Windham, and Claire Jacobs. 

The total amount invested in the wildcat drilling in Gaines County was thus 
brought to $160,000. 

Late in October 1950 it was estimated that $30,000 would be realized from the 
disposal of casing and equipment and that a payment of $5,000 would be received 
from Atlantic Refining Co. as “dry-hole money.” The prospect was that the lease 
could be sold for a cash consideration which would further augment the salvage. 
It appeared that the loss on the venture might come to about $100,000. 
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Subdivision of interests in the venture 

About the first of July 1950, Windham and Jacobs combined their two one- 
quarter interests and divided the resulting half interest into three equal parts 
between themselves and Claire Jacobs, the brother of Rex. This arrangement 
was regarded by Windham and Rex Jacobs as one which did not affect the other 
parties to the joint venture. Regan and Young were not notified. Because of 
the very close association between Windham and the Jacobs brothers, they did 
not deem it necessary to deal formally with one another and their agreement 
was not reduced to writing. It has been evidenced, in a way, by the $12,000 
contribution which Claire Jacobs made to the funds of the venture by his personal 
check drawn on September 15, 1950. 

Tim Kirby told the subcommittee’s investigators that when the well was show- 
ing good, about the end of May 1950, Ed Pauley attempted to buy an interest 
in the properties, but was unsuccessful. He also gave it as his belief that 
Windham, Rex Jacobs, and Young may have offered to purchase Regan’'s interest 
in the properties. He believes that the relatively small cash contribution made 
by Regan tends to support his belief that the property interests have been re- 
shuffled. 

When he was first questioned about the subdivision of the original interests 
in the Gaines County venture, on October 31, 1950, Windham told the subcom- 
mittee of the arrangement which he and Rex Jacobs had made with Claire Jacobs. 
He denied having knowledge of further subdivisions. When reminded of his 
letter of June 12, 1950, referred to in the opening paragraph of this memorandum, 
he said that he had written it on the basis of information supplied to him orally 
by Rex Jacobs and that he had not retained a copy of it for his personal files. He 
said he understood that no arrangement had been made with Dawson and Boyle 
notwithstanding the language of his letter which clearly discussed Dawson's and 
Boyle's interests as existing interests. 

Rex Jacobs said that he and Young had talked to Dawson about his entering 
the venture, and that Young had talked with Boyle. He said it was at his sug 
gestion that Windham’s letter and other papers recording the admission of those 
two men for 10 percent each were prepared as though the deal had been consum- 
mated. Jacobs explained that this minimized the paper work and would have 
expedited the closing of the deal. He explained also that Dawson and Boyle de 
clined to go through with the venture because they could not afford its costs, 
and thereupon, according to Jacobs, he destroyed all papers in his possession 
concerning this negotiation and the matter was considered closed. Jacobs stated 
that he also destroyed the copy of the June 12, 1950, letter which the subcommittee 
investigators had seen in Merl Young's files. 

The subcommittee has not interviewed either Dawson or Boyle who are placed 
in a very curious position by the informality with which the matter was put up 
to them. Preparation of the papers in the form which was used makes it appear 
that, even though they made no financial investment, they had actually become 
parties to the venture at a time when the prospects for a successful well were 
encouraging. The fact that they made no investment does not distinguish them 
from the other parties since none of them put up any cash until the drilling of 
a second well was undertaken. 

Destruction of the papers recording the dealings between the orginial ven- 
turers on the one hand and Dawson and Boyle on the other is a matter which 
cannot be dated at the present time. It could have occurred at any time up 
until the date when the matter came up for discussion before the subcommittee, 
Young’s copy of the letter of June 12, 1950, was in existence, of course, on August 
21, 1950. 





Regan’s costs were underroritten 


Regan’s share in the potential values of the venture would have been reduced 
from 25 to 20 percent if the arrangements with Dawson and Boyle had become 
effective. AS matters stand, however, it seems to have been reduced 
25 percent only as the result of whatever private arrangements he 
tuade, if any. These are not known to the subcommittee. 

Regan’s share in the costs and losses of the venture, however, have been 
limited to a maximum of $4,000. On July 24, 1950, Rex Jacobs wrote to him 
as follows: 

“DEAR PHIL: In consideration of your operating the drilling of wells on the 
northwest quarter of the southwest quarter of section 346, block G, Gaines 
County, Tex., and for other valuable considerations, I agree to pay all of your 
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share of the expenses in the drilling and the completion of the well drilled on 
the above-described land. 
“Yours very truly, 
“Rex Jacoss.” 

As compensation for the services of supervision this would be a costly ar 
rangement, particularly since Regan was reimbursed for his out-of-pocket ex- 
penses. The subcommittee has not ascertained what the “other valuable 
considerations” were. 

Learning of this arrangement between Regan and Jacobs, the subcommittes 
inquired if anyone had undertaken to absorb Merl Young's losses arising fron 
the venture. Both Jacobs and Windham said that, so far as they knew, no on 
had. Windham availed himself of the opportunity presented by the inquiry t 
say that he would not absorb any part of Regan’s losses and, moreover, that he 
had not known of Jacob's undertaking to do so until the evening of October 31, 
after the subcommittee had begun to inquire about the venture. 


’ 


Regan was the local representative 

Phil Regan’s total cash contribution to the joint venture was the $4,000 paid in 
connection with the undertaking to drill a second well. The other costs of his 
share in the project are to be absorbed by Rex Jacobs. 

As local representative for his coventurers, Regan withdrew $8,440.55 from 
the venture to reimburse himself for out-of-pocket expenses, The expenses items 
reported are summarized below: 


Meals, hotel bills, and other expenses of John Des Jardins and Phil 
Regan, Jr ; { $3, 540. 
Automobile expenses : 
Mercury, 10,000 miles at 10 cents $1, 000 
Ford, 12,000 miles at 10 cents 1, 200 
2, 200. OO 
Meals, hotel bills and tips, Phil Regan, Sr 904. OO 
Travel expenses of Phil Regan, Sr., in addition to the foregoing 733. 00 
Meals and hotel bills for Jacobs and parties DOD. OF 
Lips to well servicemen and others and gifts 330. 7 
Telephone sat ; 122. 
John Skiles car expenses 1D. 


Total ; ; 8, 440, 3 


Tim Kirby acted for Regan from time to time. He made several trips to the 
well in Gaines County, one in July with John Skiles, an employee of the Dalla 
loan agency of REC who is friendly with Donald Dawson and Merl Young. 

Skiles was a witness at one of the hearings of this subcommittee. His political 
activities and his claims to Washington influence caused considerable difficulty 
in the Dallas agency for almost 2 years, and he was called to explain this and 
other matters. The fact that Skiles and Kirby are acquainted may be another 
of the many coincidences which the subcommittee encountered in its study of the 
RFC and of the people directly and indirectly associated with it. 

The trip in July was made in Skiles’ car. It resulted in the loss of a battery) 
for which Skiles was reimbursed from the funds of the venture, as indicated 
by the $15 item listed among Regan’s expenses incurred as local representative 


4 


Goodivin, Rosenbaum, Meacham & Bailen 

The venture maintained a checking account at the Republic National Bank in 
Dallas, Tex. This account was opened with a $60,000 deposit on April 24, 1950, the 
funds having been transferred from Detroit by wire. 

The bank was advised of the transfer and of the purpose for which the funds 
were being deposited, in a letter written on April 22, 1950, by George F. Smith, Jr., 
a representative of the Washington law firm of Goodwin, Rosenbaum, Meacham «& 
Bailen. Smith is the same representative of this firm who organized Commercial 


Insurance Agency, Inc., in Washington, a corporate undertaking in which the 


Rosenbaum firm was associated along with Merl Young, Rex Jacobs, and James 
Windham. 

Smith's letter advised the Republic National Bank that the firm represented 
the joint venturers, but apparently its services were not extensive and its mem 
bers had no direct interest as participants in the venture. 


Senator Dovcias. Has Mr. Dawson been furnished with a copy of 
that ? 
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Senator Funsrignr. He will be furnished with a copy in a moment. 


[I will say that Mr. Dawson referred to this particular venture in his 
opening statement vesterday. 

I will read just one or two excerpts from it for the benefit of the 
committee, Who may not have had a chance to read it all. 


On August 21, 1950, while examining the files of E. Merl Young, beomittee 


investigators found a copy of a letter written by James Windham to Rex Jacobs 
under date of June 12, 1950, which referred to an oil venture in Gaines County, 
Tex. The letter named six persons as being associated in the venture. It listed 
them and the interest of each as of that date, as follows: 


su 


Percent 
20 

20 

20 

2) 

LO 

10 


Rex C. Jacobs 
lames C, Windham 
Kk. Merl Young sod 
Phil Regan 

Donald Dawson 
William Boyle 


The properties on which the venture is founded were registered 
of “Phil Regan, Trustee” on April 22, 1950. 

‘he Gaines County venture began formally on April 24, 1950, when Jacobs, 
Windham, Young, and Regan entered into a joint-venture agreement in which 
they undertook to share equally in the costs and obligatio ; 
project and in the revenues which it might produce. 


name 


s of the wildeat 


I am not reading it all, because some of it is purely backgr 
am reading. now from page three of the mimeographed résume 


The joint-venture agreement recited that the parties “are the beneficial ow 
in equal shares of a series of oil and gas leases covering property 
Gaines County * * *,”  Italso recited that it was the intention 
“in the event the first well is a producer, to enter into a 
agreement with respect to the further development of the property 

When it was agreed that the vetnure would be undertaken J: 
that it be tinanced with funds of the F. L. Jacobs Co., placed 
disposal on unsecured loans. Windham says he pointed out that 
would be in violation of the conditions of a loan agreement then exit 
RFC and F. L. Jacobs Co. 

After discussing the matter, Windham and Jacobs agreed that 
could be undertaken as proposed notwithstanding the breach EK 
was then planning to repay the RFC loan in full, and it was feit 
of the agreement would be rendered unimportant by this circun 
company then advised RFC of the imminence of repayment « 
not give notice of its intention to lend to Young on unsecured notes 

The total amount of F. L. Jacobs Co. funds which was advanced 
Young for use in the Gaines County venture was $120,000. The cebt 
denced by three unsecured 4-percent notes—one for $60,000, dated April : 
one for $40,000, dated June 13, 1950: and one for S2Z0,000, Gated Ju 
\ll matured, but were not paid, on September 30, 1950. 


{ the 


Then on page 4: 


Tim Kirby told the subcommittee’s investigators that wl 
showing good, about the end of May 1950, kd Pauley attempted to 
n the properties, but was unsuccessful. 


At the bottom of the page it says: 


Rex Jacobs said that he and Young had talked to Dawson about 1} 
he venture, and that Young had talked with Boyle. He said it 
iggestion that Windham’s letter and other papers recording the ion 

those two men for 10 percent each were prepared as though the deal had 
been consummated. Jacobs explained that this minimized the paper work 
ind would have expedited the closing of the deal. He explained 
Dawson and Boyle declined to go through with the venture because they could 
ot afford its costs; and thereupon, according to Jacobs, he destroyed 


all papers 
in his possession concerning this negotiation, and the matter was considered 
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closed. Jacobs stated that he also destroyed the copy of the June 12, 1950 
letter which the subcommittee investigators had seen in Merl Young’s files. 

The subcommittee has not interviewed either Dawson or Boyle, who ar 
placed in a very curious position by the informality with which the matter wa 
put up to them. Preparation of the papers in the form which was used mak 
it appear that, even though they made no financial investment, they had act) 
ally become parties to the venture at a time when the prospects for a successt{u 
well were encouraging. The fact that they made no investment does not di 
tinguish them from the other parties, since none of them put up any cash until 
the drilling of a second well was undertaken. 

I will not read the rest of the memorandum, but those are sufficient 
excerpts to indicate the nature of the testimony. 

Mr. Dawson, would you mind stepping aside for just a moment, and | 
would like Mr. Robert Chaney to take the stand. 

Will you be sworn, please. 

Do you solemnly swear to tell the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Cuanry. I do, sir. 

Senator Funsricur. Will you identify yourself to the report 
please ¢ 


TESTIMONY OF ROBERT L. CHANEY, FORMERLY INVESTIGATOR 
FOR THE SUBCOMMITTEE 


Mr. Cuanery. At the time I was attached to the staff—— 

Senator Futsrignr. Your name first. 

Mr. Cuaney. Robert L. Chaney. I am an employee of the Office 
of Investigation, General Accounting Office, and I was attached to 
the staff of the Banking and Currency Committee, Subcommittee on 
RFC, under a loan arrangement. My salary was reimbursed to thie 
General Accounting Office by the committee, and I worked under thi 
direction and supervision of the subcommittee’s staff director. 

Senator Futsrieiur. Did you hear the material that I just read into 
the record, Mr. Chaney ¢ 

Mr. Cuanery. Yes, sir. 

Senator Futsricur. Were all copies—tell the committee about thi: 
thing. You are the one who ran across the letter of Mr. Windha 
to Mr. Jacobs? 

Mr. Cuaney. Yes, sir. I had an arrangement with Mr. Young that 
I might glance over all of his files. 

Senator Futsricut. Did you serve Mr. Young a subpena ? 

Mr. Cuaney. I served Mr. Young with the committee’s subpe: 
which called for specific files that he might have in connection wit 
his employment with the RFC, with the Lustron Corp., and in conne: 
tion with any representations he may have made, on behalf of potential! 
borrowers or others, with the Reconstruction Finance Corporation. 


In response to the committee’s subpena, Mr. Young produced two 


or three files which seemed to me to be of a rather innocuous nature : 
letters showing his employment by Lustron, and so on. I suggested t: 
him that it might be desirable for me to glance over all of his files t: 
ascertain whether there might be other correspondence or papers tliat 
the committee might consider pertinent to the subpena. He agreed 
with this arrangement. However, I was confident that his interpret: 
tion of what would be pertinent and the committee’s interpretatio: 
might be quite different. 
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Therefore, in glancing over his files, I took hasty notes of certain 
documents that I thought the committee would be interested in, but 
which I anticipated Mr. Young would consider were not pertinent. 
One of the files was a file entitled “The McCutchin Dr illing Co.” In 
this file there was one letter or memorandum dated on or about April 
22—T do not have a notation of the exact date—which set forth the 
interest of the venturers in the Gaines County oil venture as being Rex 
Jacobs, 25 percent; E. Merl Young, 25 percent ; Phil Regan, 25 percent. 
and James C. Windham, 25 percent. 

There was another letter or memorandum, a copy of another letter 
or memorandum, in the file from J. C. Windham to R. C. Jacobs. 
This memorandum was dated June 12, 1950. It set forth the names of 
the venturers and their respective interests as follows: Rex Jacobs, 
20 percent; J. C. Windham, 20 percent; E. Merl Young, 20 percent; 
Phil Regan, 20 percent; Donald Dawson, 10 percent, W ‘liarh Boyle, 
10 percent. 

After completing my examination of Mr. Young’s files on the fol- 
lowing day, I requested him to let me see again, and possibly to furnish 
me a number of copies of, a number of letters and documents in his 
files, one of which was this particular memorandum. At that time 
the entire file of the MeCutchin Drilling Co. had been removed from 
his files. He told me he could not let me see the file because it had 
nothing to do with matters covered by the subpena, and that before he 
could let me see it he would have to get permission from all of the 
parties to the venture. 

On leaving Mr. Young’s offices, I again asked him to let me have 
a copy of these memoranda, and he again refused. 

Senator Futsricur. You were unable to get a written copy, but you 
still had your notes on these memorandums. 

Mr. Cuanry. I read the whole memorandum. 

Senator Futsricur. You read it? 

Mr. Cuanery. I read the whole memorandum, and I know that it 
purported to set forth existing interests. The information I have just 
furnished as to the names of the venturers and thei ‘ir interests, I copied 
down at the time. They are accurate notes. 

Senator Futsricgnt. What was the date when you saw that memo‘ 

Mr. Cuaney. That would be August 23, 1950. 

Senator Futsrient. 21 or 232 

Mr. Caney. It would be August 23, sir. 

Senator Fu.tsricutr. Very we I, Mr. C haney. 

I would now like Mr. Herz to take the stand. if you will please 
step aside. 

Mr. Herz, do you solemnly swear to tell the truth, the whole truth 
and nothing but the truth, so help you God ? 


Mr. Herz. I do. 





TESTIMONY OF THEODORE HERZ, STAFF DIRECTOR FOR THE 
SUBCOMMITTEE—Resumed 


Senator Futsrienr. Would you give your name and identify your- 
self, Mr. Herz, for the record ? ra 

Mr. Herz. I am Theodore Herz, acting as staff director for the sub- 
committee. 
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Senator Futsricur. Mr. Herz, with regard to this Gaines County 
oil venture, did you notify Mr. Boyle and Mr. Regan and Mr. Young 
and Mr. Windham that this matter might be discussed here today ¢ 

Mr. Herz. I talked with Mr. Regan on the telephone on May 8, 
Senator. He was in New York at the time. I wanted to advise him 
of Mr. Dawson’s appearance and the probability that the Gaines 
County venture would be discussed, in order that he might make the 
arrangements for his appearance here if he thought that he could 
throw some light on the question of participation in the venture. He 
told me that he never had had the impression that either Mr. Daw- 
son or Boyle were in the venture. He thought that he could throw 
no. light on it and because of his very tight schedule on the television 
network, that he would rather not be here today. So, he did not 
come, 

talked with Mr. Boyle’s office on May 8, in order to advise Mr. 
Boyle that this subject might come up for discussion and that his 
name might be mentioned in the course of the testimony. Mr. Boyle 
was not in his office at the time. I left word that I would call back 
on the morning of the 9th, but on the morning of the 9th Mr. Boyle 
had left the city in connection with some other matters which were 
on its agenda. So, I was not able to contact him and notify him. 

I attempted to reach Mr. Young by telephone on May 8 and found 
that the telephones which had been in his business office and at his 
home had been disconnected, and I was therefore unable to reach him 
to let him know that the venture might be discussed at this meeting. 

I did reach Mr. Windham by telephone and talked to him about it, 
and he said he would diseuss it with Mr. Jacobs, who was also in 
Detroit. Windham was in Detroit. Italked to Mr. Windham at some 
length about it, and he said that he thought there was little that he 
could contribute, and he indicated, at my request, that he would review 
a memorandum of a discussion which Mr. Windham, Mr. Jacobs, Mr. 
Reddan. and I had had concerning this venture last October. He was 
to let me know if he thought that this memorandum introduced into 
the record would be a suflicient representation of his testimony. I 
have not heard from him or Mr. Jacobs or from their counsel; but, 
not having heard, I assume that the memoranda which covered the 
meeting in October would be a satisfactory re prese ntation, and I am 
prepared to read from those memoranda this morning. 

Senator Futsricur. Will you submit copies of those memoranda for 
the record ? 

Mr. Herz. Senator, I will read from them into the record. I think 
it would be desirable that I do that rather than to put them into the 
record so that they might be read at a later time. I think the subject 
matter is germane to the discussion. 

Senator Futsricur. Were these memoranda made at the time or 
shortly after you had the meeting with Mr. Windham and Mr. Jacobs? 

Mr. Herz. [ have two memoranda. One concerns a meeting held on 
October 31, 1950, and the other concerns a meeting held on Novem 
ber 1—— 

Senator Futsricur. The memoranda were made immediately there 
after ? 


Mr. Herz. Both memoranda were dictated immediately after the 
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Senator Fuisrientr. Well, will you read the part that you feel 
germane ¢ 

Mr. Herz. I will read, first, from the memorandum concerning a 
meeting held on October 31, 1950. The meeting was held in your 
office, Senator Fulbright, although you were not there. Mr. James 
Windham, of Detroit; a Mr. Joseph H. Parsons, who was Mr. Wind- 
ham’s counsel; Mr. Yingling, your secretary; Mr. John 'T. M. Reddan, 
counsel for the subcommittee: and I were present. I am reading from 
the memorandum: 


Mr. Windham produced what purported to be the records of the F. L. Jacobs 
Co., the personal records of Mr. Rex Jacobs and his own personal records relative 
to an oil venture in Gaines County, Tex., which was undertuken in the latter 
purt of April 1950. One of the documents which he produced was a cop! of the 
joint-venture agreement. Windham situated that he and Rex Jacobs had pooled 
their two quarter interests and divided the combined one-half interest into three 
equal shares among Rex Jacobs, Claire Jacobs, and Windham. Claire Jacobs is 
the brother of Rex. He is an official and one of the principal holders of the votin 
stock in the F. L. Jacobs Co. 


I believe he is also a director of the F. L. Jacobs Co. 


Windham stated that all of the moneys which had been put into the venture 
totaling $160,000, with the exception of $3,000, have been disbursed 


that is, had been disbursed by October 31— 
Two wells were drilled, both of them dry holes. The ventur 
as unsuccessful, and its affairs will be wound up by December The pipe 
has been pulled and will be sold and some $5,000 in dry-hole money will be col- 
lected from the Atlantic Refining Co. The leasehold will be sold. rhe parties 
expect to deduct the net loss of the venture in their 1950 income-tax returns. 
Windham stated that Rex Jacobs, Claire Jacobs, and he would be liable for the 
repayment of the moneys owed to the F. L. Jacobs Co. by Young, should Young 
default in their repayment. This liability arises out of the trusteeship imposed 
upon them as officers of the corporation, 


t 


The memorandum probably should have said “as directors of the 
corporation.” I think the trusteeship devolves upon the directors. 
Lam reading further: 


He stated further that he expected Merl Young to bear his full share of the 


venture’s costs and losses. Windham denied having any knowledge that anyone 
other than the above-mentioned individuals had any interest whatsove n this 
venture He was asked specifically whether the firm of Goodwin, Rosenbaum, 
Meacham & Bailen, or Walter L. Dunham had an interest in the venture, and he 
said that they did not. He acknowledged, however, that, as he understood the 
organization of the venture, any of the parties could subdivide his interest and si 
admit other paeties without formally amending the joi venture agreement 
and, so far as he was concerned, without giving notice of such subdivision. 
this connection his reeords contain no indication that the other parties were 


notified when he and Rex Jacobs subdivided their interest so as to admit Claire 
Jacobs, 

Mr. Parsons acknowledged that this informality was unusual in joint-venture 
agreements, 

Toward the close of the meeting Windham was asked to supply the subcom- 
mittee with a copy of his letter of June 12, 1950, addressed to Rex Jacobs. He 
said he had not retained a copy for his own files, and therefore did 

Also he did not know if Rex Jacobs still had the original, explaining that 
Jacobs frequently places papers in his pockets and then finds he has mislaid 
them 

Herz and Reddan said that under the circumstances they thought such a letter 
should be regarded as having much the same significance as the joint-venture 
agreement itself. 

Windham said he knows of no other communications which he has had with 
any of the parties to the venture or regarding the venture, of which he has not 
retained copies. 


not have one 
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With respect to the membership in the joint venture, as set forth in the letter 
of June 12, 1950, Windham stated that he was given this information by Jacobs 
orally, notwithstanding that the letter was written by him to Jacobs, and that 
he does not know whether Dawson and Boyle actually ever consummated an 
agreement with Jacobs which gave rise to the interests in question. He pre 
sumes that if such an agreement had been made there would have been formal 
revision of the joint-venture agreement. He acknowledges, however, that, since 
the admission of Claire Jacobs into the venture had taken place without formal 
revision of the agreement, there could also have been an unrecorded member 
ship change with regard to the admission of Dawson and Boyle. 

Windham is acquainted with both Dawson and Boyle. His recollection is that 
he has not seen Dawson since some time in April and he hasn't seen Boyle for 
some months. He did not discuss their interest in the venture with them. 
Windham is not exactly sure how the venture in Gaines County was started 
When he was invited into it, Jacobs, Young, and Regan had already discussed 
the matter to the point at which they were concerned with how to accomplish 
the financing. At that point he indicated to them that he would like to tak: 
a quarter interest. 

I think the rest of this memorandum of October 31 is not particu 
larly germane to this discussion. I will read the closing paragraphs: 

Having been unable to reach Rex Jacobs by telephone at the Statler Hotel 
during the course of the meeting, Windham agreed that he and Jacobs would 
return at 10 o’clock tomorrow morning. The suggestion was made that the 
discussion could be resumed this evening. However, Windham explained that 
hecause of a coronary condition Jacobs takes two drinks at 5 o’clock on orders 
of his physician. He did not think the discussion should be attempted too soon 
after 5 clock. It was agreed that 10 in the morning would be satisfactory. 

I dictated this memorandum from notes immediately after the meet- 
ing in order that I might have it in typed form the following morn- 
ing, and when we met in your office on November 1 I supplied a copy 
of it to Mr. Windham, and both he and Mr. Parsons read it. 

To indicate a meeting of the minds, Windham had initialed a copy 


which is retained in the subeommittee’s files, and I initialed the copy 
which was retained in Windham’s files, so that there is that much 
formality about it. 

I will read now from the memorandum which I wrote concerning 
the meeting held in your office, Senator Fulbright, on November 1, 
1950, the next day: 


This morning at 10 o’ck Mr. James C. Windham and Mr. Joseph H. Parsons 
th { : . ee ‘izght’s office: Mr. Rex Jacobs was with them: M 
n, as were also Messrs. Herz and Reddan rhe meet 
on of the letter which James Windham had writte 
J Tit 2, 1950, reportis th nterests of the Gaines Count 
he Rex Jacobs, 20 percent: James C, Windhaw, 20 percent; E 
; and Phil Regan. 20 percent: Donald Dawson, 10 
10 percent; total, 100 percent 
this division of interests He said he no longer } 
d written to him. He said it had been destr« 
l 1 was not carried througl Jacobs estim 
ndum had been made Three re delivet 
x to be distributed, according to J ibs, one for Merl. « 


for Bill. Jacobs does not recollect if Regan got a copy of the np 
it thinks he djd not. 


I would like to interpose that Mr. Regan advised me on the tel 
hone later that he had not had a copy of the memorandum. 
Reading again from this memorandum: 


first became aequainted with the prospects of the Gaine 
» when it was disenssed in Florida at Rex Jacobs’ place in Bon 


that time Regan presented the prospect of the venture in a sales 
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I will interpose again: “sales talk” is a designation that Mr. Jacobs 
used in describing the conversation— 


a stiles talk which was impressive to all the parties present 

good. Later, Merl Young and Rex Jacobs talked to Dav 

the venture in Washington. They arrived at the point at 

sideration was given to the inclusion of Dawson and Lo 

schedule contained in Windham’s letter. Jacobs asked \ 

he memorandum, or letter, and all of the papers recardi 

Boyle and Dawson were prepared as though the deal had 

This explains the fact that Windham’s letter describes the 

nterests. The idea was that the papers could be made offi 

ments could be concluded without further ado when Boy! 

finally given their assent. The original venturers each ow 

deal with Boyle and Dawson contemplated that each we 

to make the 20 percent which would be divided between 

Rex Jacobs says that he handed Dawson a copy of Windham’s letter himse 
probably one of the three he had given to Young, and tha \ handed it 
back to him saving the cost was too high—he could not or Windham’s 
letter contains no reference to the cost, so it is to be p med that Jacobs 
acquainted him with the cost at the time. 

The discussions with Boyle were had by Merl Young, but it is Jacobs’ under 
standing that Boyle also rejected the deal because he could not afford it Since 
no deal had been made, Jacobs destroyed the papers in his possession which 
referred to it. 

During the course of the discussion, Jacobs revealed that he had entered 
into an agreement with Regan in which he undertook at Regan’s option to hold 
Regan harmless from losses which might he incurred in the venture. He ex- 
plained that Regan may wish to stand the losses himself if that proves advan- 
tageous from a tax standpoint. This arrangement is between Jacobs and 
Regan and does not affect the other parties. Windham said with respect to 
it that he did not know about it until last night when Jacobs disclosed the 
arrangement to him. Windham said that so far as he was concerned he uld 
not stand any part of Regan’s losses, 

In response to the specific question, both Jacobs allie rir am said that 
nobody had agreed to hold Merl Young harmless, hare j 
venture’s losses are concerned. Young will have 
money somehow. 

In this connection it was explained that Regan has his interest in the venture 
clear for his $4,000 contribution, which was made in connection with the second 
well. Regan was the local representative ii t 
services entitled him to participate at a cost 
others. Specifically, Jacobs said that Rega 
thing on account of his part in the ventu 

I think that covers the subject, so far 
cerned, Senator. 

Senator Fursrient. Is it clear from your diseu 
money that was put in except $4,000 for the secon 
Regan was supplied by the F. L. Jacobs Co. ? 

Mr. Herz. Not exactly, Senator; $120,000 w: 

I. L. Jacobs Co., and later $40,000 in addition 


] ] 
} 


parties of which Regan put up $4,000, so that th 
I. L. Jacobs Co. supplied was $120,000 
Senator Fursrienr. Out of that $40,000, did 
inv cash ? 
Mr. Herz. No: Merl Young did not. 
Senator Futsrientr. Young never put up any cash. 
Mr. Herz. I believe he testified here that he did not. Ser ° 
Senator Futsrientr. I had that impression, that he had never put 
ip any money at all of his own. 
Mr. Herz. I believe that is the way the record stands. 
Senator Fursricur. And the other money. while it was not by the 
F. L. Jacobs Co. as a corporate entity, it was by the three principal 
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owners of the F. L. Jacobs Co.. Rex Jacobs, Claire Jacobs, and 
Windham: is that not correct ? 

Mr. Herz. Are you referring to the $40,000 ? 

Senator Fursrient. The $40,000. 


Mr. Herz. Rex Jacobs, Claire Jacobs, and James Windham; yes, 


sir. 

Senator Futsricut. I say, who are the principal managers, if not 
also owners of the company? They comprise the F. L. Jacobs Co. 

Mr. Herz. They are the directors and the principal officers. 

Senator Futsrigur. Did you gather from your examination and 
discussion with Mr. Jacobs that he felt that since he was putting up 
the money that he could shift the interests to suit himself ? 

Mr. Herz. I did not ask Mr. Jacobs any questions which would i 
dicate that, Senator. I did not get that impression necessarily. 

Senator Futericur. Well it seemed that he undertook to do that 
on his own initiative. 

Mr. Herz. I discussed—and I hope this is responsive to your ques 
tion | cdlise nased that arrangement betwee ‘n Mr. Ji cobs and Mr. Regai 
with Mr. Regan on the te lephone when I talked to him the other day, 
and he said that Mr. Jacobs undertook to stand the costs—that is, 
Regan’s share of the costs—in the venture, at a time when Regan was 
considering subdividing his interest to some extent to reduce his lia 
ae He said, Regan did, that Mr. Jacobs mildly opposed the idea 

f Regan’s subdividing the interest, and he therefore undertook to 
a iy Regan’s costs so that part of the consideration, although this is 
not formally recorded, part of the consideration was Regan’s agree 
ing not to subdivide the inte rest, and the other part was compensation 
for his services in the field. 

Senator Futpricntr. Senator Frear ? 

Senator Frear. No questions. 

Senator Fuipricur. Senator Bennett ? 

Senator Bennerr. What is your impression of the division of 
terest when the operation was abandoned? In other words, at the end 
of the thing, after all these manipulations, what was the remaining 
final division of interest ? 

Mr. Herz. Senator, I will testify about the recorded division of 
inte rests, 

Senator Bennerr. Well, now, you heteon they started out fom 
men with 25 percent each, then the two Jacobs brothers and Windhat 
sp it their 50 pe recent into three parts and then ther »Wasa step alons 
somewhere where they expected to take Donald Dawson and Bill Bovl 
in at 10 percent eac h. Out of all that—and, of course, we have bee 
told that Mer] Young owes something how much does Merl You v 
own and owe’ Does he finally own 25 percent of the project, anc 
therefore owe for it ? 

Mr. Herz. On one occasion or another r, Sen: itor, eac h of the Orig 
nal joint venturers—that is, Regan, Jacobs, Windham, and Young 
have said, and Young said it in testimony under oath, that neither 
Mr. Dawson nor Mr. Boyle ever acquired an interest in the property 
It is my understanding that Mr. Regan m: iv have subdivided his 2: 
percent interest; that 1s, there may have been a breakdown in his i1 
terest. If there was not. then at the conclusion of the venture. as I 
understand it, Regan had 25 percent, Merl Young had 25 perc 
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and each of Rex Jacobs, James Windham, and Claire Jacobs had one- 
third of 50 percent. 

Senator Bennerr. Or 16247 

Mr. Herz. I did not want to figure it. 

Senator Bennerr. Then the only change in the ownership was the 
change that involved the two Jacobs brothers and Windham. ‘The 
rest of it was largely conversation or propositions which did not come 
off. 

Mr. Herz. That is the effect of the testimony, Senator. 

Senator Bennetr. That is all I have. 

Senator Fursricur. Mr. Herz, since your meeting with Jacobs, 
have you tried to get Mr. Young's copy of Windhaim’s letter to Jacobs / 

Mr. Herz. I think you did, Senator. You requested it at one of 
the hearings when Mr. Young was a witness and he said—he did not 
cay how long after—but sometime after our investigator had examined 
the copy in his files he returned to Mr. Jacobs at Mr. Jacobs’ request, 
and Mr. Jacobs has testified that he thereupon destroyed that which 
he considered to be the only ren: uning copy. 

Senator Futsricur. I do not remember. What did he give as the 
reason for destroying it Do you remember that / Is that in our rec- 
ord¢ Ido not remember that testimony. 

Mr. Herz. If I remember it correctly | he Gave as his reason only the 
fact that since the arrangement had not been consummated the papers 
were no longer of any use and he thought they should be destroyed. 

Senator Bennerr. Going back to my previous question about the 
final division of interest, 1t is your understanding, is it, that Merl 
Young owes somebody S30.000 or S40.0004% S40.000 Is a quarter of 
$160,000; $30,000 is a quarter of the initial $120,000 that 
Jacobs Co, put in. 

Mr. Herz. My understanding of the arrangement is that each of 
the four original joint ventures formally agreec’ to stand one-fourth 
of the cost. and if the total cost was $160,000 at that point, Merl Young 
would owe, since he put up no cash, $40,000 less one-fourth, of what- 
ever the salvage might be. 

Senator Bennerr. So he owes the F. L. Jacobs Co., who put up 
the $120,000 originally, $30,000, and he owed the bal: nce, presumably, 
to the Jacobs brothers and Windham combination who 
additional $40,000, 

Mr. Herz. That is as I understand it. 

Senator Bennett. So this is another case where Merl Young's 
ability to borrow money without apparent difficulty from his friends 
adds another amount of money to the figures that have been previously 
testified to. My memory is that the previous total from all sources was 
something like $135,000, and this . ls 840,000 more. 

Mr. Herz. I beheve, Senator, that the previous total which was 
discussed in the testimony included the obligation arising out of this 
enture. 

Senator Bennett. It did? 

Mr. Herz. I think it did. 

Senator Bennett. I think that is nailed down. I am elad to have 
that straight. 

Senator Futsrieutr. Do you have any further comment 
Mr. Herz? 

Mr. Herz. No, sir 


] 
put up the 
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Senator Futsrieur. Will you step aside? 
Mr. Dawson, will you please resume the stand. 


TESTIMONY OF DONALD S. DAWSON—Resumed 


Mr. Dawson, according to this statement from Mr. Herz with regard 
to the discussion of this matter with Mr. Jacobs, you first became 
acquainted with the prospects in the Gaines County venture when it 
was discussed at Mr. Rex Jacobs’ place in Homestead, Fla. Is that 
correct ¢ 

Mr. Dawson. Senator, I would like to address myself to your 
opening remarks, first, if I may. You made a statement concerning 
some conclusions that were drawn from yesterday’s testimony. They 
were quite lengthy. I would not want it to be inferred that ‘T was in 
agreement with those statements simply because I have not testified 
here today. 

Senator Fursricnt. It is quite clear you do not agree with any of 
the inferences drawn by this committee. That was the purpose of the 
statement. 

Mr. Dawson. I just wanted to make it clear for the record, Senator. 

Senator Futsrient. I think I tried to make clear just what our 
differences are. We look at all these facts from an entirely different 
point of view. There is not so much difference, very little difference, 
as to the existence of certain facts, but the conclusions that we draw 
are quite different. Is that a fair statement ? 

Mr. Dawson. Well, Senator, the use of facts can sometimes be mis- 
leading. You can take two accurate facts and set them side by side 
and an erroneous impression might be created in anybody's mind. It 
is like a composite picture. You can ti ake a man’s picture and put it by 
the side of another man’s picture and you get the impression that 
they are talking together, when that is not the fact at all. 

Unrelated facts, although they may be accurate, when put together 
may give a false impression. 

Addressing myself further to the question that you just addressed 
to me, in my opening statement on page 4 of my copy, I pointed out 
that Mr. Jacobs did at one time offer me an opportunity to purchase 
a share in an oil-drilling venture in which he was interested, but I 
declined the offer. 

Specifically, in answer to your question, I think I did hear about 
the fact that they had an oil lease and were planning to drill a wildcat 
well in the spring of 1950, last year. 

Senator Fuisrientr. Did you first hear about that at Mr. Jacobs’ 
place in Homestead, Fla.? 

Mr. Dawson. I cannot say of a fact that I did, but I might have. It 
seems immaterial to me on that point, but I could have. I just do not 
remember. 

Senator Fursrientr. I hope, Mr. Dawson, that you will let the 


committee decide whether that is material or not. Many of these 


relationships do not seem to be material to you. I think that you have. 
erhaps, too modest an estimate of your own position. 
Mr. Dawson. I assure you, sir, I have a very modest estimate of it 
Senator Fursrienr. That is what I think; and in the eyes of th: 
committee and the public, and particularly in the eyes of the Director: 
of RFC you represented the President. When you suggested that 
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something would be a good thing, I am sure that with your modest 
estimate of your position, you could not have considered that as 
exercising influence, whereas, it is my distinct impression that if you 
should advise Mr. Willett that a certain pi ‘oject was a worthy one, 
he would take that seriously. I think that is at the root of the dif- 
ference in our estimate of whether or not you had any influence. You 
ure so modest you do not think that it was influence. I think in Mr. 
Willett’s view, and in the view of others, and I think it is a rather 
reasonable view, that you spoke for the President, and that is a power 
which is unequaled in this country, in this Government. I really think 
that is fundamentally the difference. It may be a very honest dif- 
ference of opinion. It could be, and I am not here challenging it. 
Our report does not challenge it particularly. Well, in fact, that is not 
the right way to put it. On page 3 of the report, the part which caused 
considerable discussion, we disavow the criticism of many of the acts 
of people outside the RFC, and we were emphasizing the responsive- 
ness of the RFC itself to influences brought to bear by outsiders. I 
think that is the basic difference in our points of view on this matter, 
and that is what I was seeking to make clear in my initial statement. 

Mr. Dawson. Senator, to that I would say the point is that I have 
not asked that anything be done that was improper, and it has not 
been testified here that I have. 

Senator Funtsricnt. You do not deny the very close association 
with the gentlemen that we have mentioned, that is, Mr. Young, Mr. 
Jacobs, Mr. Windham, Mr. Willett, and Mr. Dunham. In our very 
extensive hearings we have already demonstrated, I believe, the oc- 
currence of certain facts concerning many loans in which large sums 
of public money were involved. Now all you say is that your relation 
with these people is purely social; that you have no influence over 
them whatever. My point is that you may not have been conscious 
of having any influence with them, because you are a very modest. man : 
you feel that you are only an assistant in the White House. My 
feeling is that they took everything you had to say as of great impor - 
tance; that you had the power = life and death over them in an 
economic sense, that is, the job of Mr. Willett was completely de- 
pendent upon your approval. If vou did not submit his name to the 
President he would not be reappointed. Those are factors which 
most of us in political life know to be a fact. 

Now, it may be that you feel that is not a proper interpretation of 
this relationship. I say, we carefully did not question your mo tives. 
Weare only trying to develop what action occurs in these rela tionships. 
Why is it that Mr. Merl Young, a man who did not impress the com- 
mittee with great intellectual power, why is it that he has such great 
success ¢ 

Mr. Dawson. Senator, you do not question my motives. Do you 
question my acts? . 

Senator Futsricutr. We are trying to understand the significance 
of your relationships and your acts. To use another illustration: 
It seemed very unusual to us, after the committee had taken such a 
strong stand on the Texmass case and had been so critical of the 
existing Board of Directors that after we made representations with 
regard to their ee the two men who were particularly 
objected to were reappointed. We could not help but ascribe that 
primarily to you. 
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Mr. Dawson. Senator, I testified yesterday, and it is a fact, that 
I know nothing about the decision that was made with respect to the 
reappointments. I was not even present. It was made sometime 
after the names had been placed before the President, and I cannot 
add anything further to that. 

Senator Futsrient. Mr. Dawson, frankly, in your position as per- 
sonnel adviser to the President, to come before the committee and 

say you know nothing about these matters is straining my credulity. 
That is the fact of the matter; for you to be so innocent of how these 
appointments were finally made is a little beyond my belief. I think 
you must be aware of the considerations that influence such decisions. 

Mr. Dawson. Senator, I think you overemphasize the importance 
of my position. The President does many things without telling me 
that he is going to do them and without seeking my advice on them. 
He acts independe ‘ntly of my judgment and my recommendation on 
many oceasions. Now, with respect to the two Directors that were 
renominated, and their position on the Texmass loan, one had voted 
for it and one had voted against it, as I understand it. 

Senator Furerieut. Incidentally, did you refresh your memory 
with regard to the other recommendations you submitted to the Presi- 
dent last August ? 

Mr. Dawson. Yes, sir. 

Senator Futericgut. Who were the others? 

Mr. Dawson. Senator, I checked the files on that last night after 
returning to the office, and there were three Democrats and two Re- 
publicans submitted to the President at that time, in addition to the 
nominees that were finally selected. 

Senator Futsrient. I do not quite understand that. Take the five 
that were nominated—— 

Mr. Dawson. And there were five unsuccessful candidates. 

Senator Futsricur. Five others? 

Mr. Dawson. Yes, sir. 

Senator Fursrieutr. Would you care to give the committee those 
names ‘ 

Mr. Dawson. Sir, it is not the policy of the oflice to divulge the 
names of unsuccessful candidates, and that bears on my confidential 
relationship with the President. 

Senator Funsricur. You think that is a confidential matter be- 
tween you and the President ? 

Mr. Dawson. Yes, sir. But I can assure you that the files were 
checked and that is what I found. 

Senator Futprigur. One other word; as you say, we overempha- 
size your importance. It may be that we do. I think it is a fact of 
life that other peop le ove ‘remphasize it also in that sense. There is 

ciate ‘rv way I can explain the influence of a man like Mr. Mer! Young. 
There is no other explanation that we can find of his being able to 
retain a position at $18,000 with Lustron with a very large impetioe 
account, and also a position with the F. L. Jacobs Co. with a large 
expense account. If his influence, or if his power to obtain salaries 
did not run to his association and close friendship with you, I cannot 
tell where it did run to. 

Mr. Dawson. Well, asa result of this, I may get a lot more friends. 

Senator Futpricut. I do not imagine you are without friends even 
now. 
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Mr. Dawson. I am pleased to say, Senator, I have many friends. 

Senator Futsrieur. I think you have. 

I think in your statement you missed the point of our study. It is 
not a question in the minds—certainly in my mind, and I think in the 
minds of the committee, of whether or not you suggested anything 
improper. It is rather whether it is proper for you to suggest an) 
thing 

Mr. Dawson. Sir, have I suggested anything that you criticized ¢ 

Senator Funsriaur. Since it apparently hinders the RFC Direc 
tors in the exercise of their independent judgment. 

Mr. Dawson. Sir, have I suggested anything that vou criticized 4 

Senator Futpricur. Well, I do not quite follow you there. To 
illustrate ni meaning once more: You testified here that it was not at 
all peculiar that Mr. Dunham should come and ask you if it would be 
all right about firing Mr. Young, and that you talked to the President 
about it, which was all mght. In one: sense you seem to think that was 
evidence of your complete Impartiality about the matter. On the 
other hand, the Way il strikes me, and L notice it has impressed othe 
people the same way, it is rather odd that Mr. Dunham should feel it 
necessary to come and ask your permission in order to fire a relatively 
minor employee. There are two entirely different points of view 
about that incident. You present it as an example of your complet 
objectivity when you re ported back, “O. K., go ahead and fire him, and 
let the chips fall where they may.” It is true it is better that way 
than if you had said, “No; you must keep him.” ‘To pursue it a little 
further, as a matter of good administration in an inde pendent 
is it not rather odd that they should feel it necessary to cor 
your permission in the first place / 

Mr. Dawson. Senator, I testified to that yesterday, ae I want to 
testify to it again today to set the record straight. The reason that it 
was reported, in my judgment, the reason that I canal it to the 
President, was because it was said that Mr. Young could not be fired 
because of White House pressure. I did not think information like 
that should be spread about, and I wanted it known that it was being 
spread about, and I told him the facts of the matter. 

Senator Futsrigur. Do you feel that such an impression was just 
self-generating? The fact that you lunched often with him and you 
were known to be on very close terms, vou think had no significance in 
generation of that rumor, if you would like to call it that, or that 
belief ¢ 

Mr. Dawson. The rumor came from the president of the Lustron 
Corp. directly to Mr. Strandlund—directly to Mr. Dunham. 

Senator Futsricaut. 1 would like for the moment to get on with this 
oil venture. 

Tell us in how much detail was the oil venture explained to you by 
Phil Regan? He apparently was the originator of the deal, was he 
not ¢ 

Mr. Dawson. Senator, I do not recall any specific 
with Phil Regan about it. 

Senator Futpricutr. Do you recall a discussion you had 
with Mr. Rex Jacobs at Homestead ? 

Mr. Dawson. No. I do not recall any specific discussion at Home 
stead that I had with Mr. Jacobs about it at all. 

Senator Futpricur. At any time? 
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Mr. Dawson. At Homestead; yes, sir. 

Senator Fursricur. At Homestead ? 

Mr. Dawson. Yes, sir. 

Senator Futsricur. Do you recall a discussion you had about it 
with Mr. Jacobs in Washington ? 

Mr. Dawson. Yes. It was discussed in the beginning. It was a 
question of their going into a wildcat oil well that they thought was 
eoing to be a big success. and they were keenly enthusiastic about it. 

Senator Futsrigur. What was said about the probable cost 4 

Mr. Dawson. Well, I do not know that exact figures were ever sup- 
plied tome. It was a deep test well. It would have cost a considerable 
amount of money. 

Senator Futrricnr. At the time they talked to you about it, they 
considered it as a very good prospect; is that right? 

Mr. Dawson. They thought it was a sure-fire thing. 

Senator funLsrientr. A sure-fire thing. 

Mr. Dunham, I remember, testified before the committee that science 
had taken all the risk out of drilling oil wells. 

Mr. Dawson. TI think you ought to check the records of the Bureau 
Mines on that, Senator. I think it is about 70 percent of the wildeat 
oil wells, or mavbe more, come in dry holes. 

Senator Futprigutr. You say you do or do not recall they estimated 
how much it would cost ? 

Mr. Dawson. I do not recall that any specific figures were ever 
mentioned to me, Senator. 

Senator Futsrignr. What was said about the manner of financing 
them ? 

Mr. Dawson. IT know nothing about the manner of financing it, 

cept you are expected to put up your share of the cost. 

Senator Futsrigur. How much was your share to be, do you re- 
member that ? 

Mr. Dawson. No; I do not recall any specific figures on that at all. 

Senator Fursrtenr. Were you not advised that the F. L. Jacobs 
Co. was to put up all the money ? 

Mr. Dawson. No, sir. 

Senator Fursricntr. Was it this morning, in this testimony, the 
first time that you knew the F. L. Jacobs Co. would put up the money ‘ 


Mr. Dawson. So far as I know. unless it was covered in the earlier 


testimony here. 

Senator Fuierientr. Did Mr. Jacobs ask you to put up a fifth of 
the cost ? 

Mr. Dawson. I would have been expected to put up whatever mm) 
share would have been. 

Senator Futerienr. 10 percent. Why did you not do it? 

Mr. Dawson. Senator, T could not afford to do it. 

Senator Futsricur. But if you had shown the Jacobs Co. would 
put up all the money, would you have taken it 4 

Mr. Dawson. My understanding was that I was supposed to put 
up myshare. No one was putting up any share for me. 

Senator Futsricutr. Did you say a moment ago that vou do not 


all anv discussion with Phil Regan about the matter in Longbeach 


x. I do not recall any: no, Senetor. 
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Senator Futsricur. Was there any other time that ‘you discussed 
the matter? 

Mr. Dawson. Well, it was matter of conversation on Occasion. 
do not recall specific incidents about it, Senator. 

Senator Funsricuyr. At one time did you indicate a willingness 
to participate ¢ 

Mr. Dawson. I do not think I ever indicated a willingness to par 
ticipate. I may have given that impression from having listened to 
their talk about the proposition. 

Senator Fursriegntr. You think that Mr. Jacobs might have mis- 
interpreted your actions and thought you were interested. Is that 
the way you ee for that matter? 

Mr. Dawson. I do not know. I think that he probably figured that 
I could afford to go into it and wanted to give me an opportunity to 
do sO. 

Senator Futsrienr. How would you account for his having draw) 
up that memorandum stating that you had an interest if he did not 
believe that you were w illing to enter into it? 

Mr. Dawson. Well, I think that was the offering basis, and that 
is why the memorandum was drawn up that way, and that he felt 
that I could afford to participate. 

Senator Fuisricutr. From the statement, the memorandum, the 
discussion between you, Jacobs, and Windham, it would appear that 
the four original venturers agreed to give up 5 percent in order to 
accommodate or permit you to have an interest. 

Did you get a copy - the letter of June 12 that was referred to ? 

Mr. ‘Dawson. No. Sl 

Senator FuLpricur. Were you ever handed a copy / 

Mr. Dawson. I do not recall that I ever was, Senator. 

Senator Futsricutr. Did Mr. Merl Young ever discuss t 
with you? 

Mr. Dawson. He cliseussed the oil venture on oceasion: yes, sir 

Senator Futsricut. Did you pe this simply a social 
among friends, or did you consider it as a business matter ? 

Mr. Dawson. I cert: ainly would wali ca it a business matter, | 
ator, 

Senator Futsricur. How frequently did you see Mr. Jacobs in this 
period March through September 1950? 

Mr. Dawson. It was not frequent. He was in Detroit and I was 
here. The only oecasion I would have to see him would be when he 
came to Washington, and I do not know how frequent ly he came. 

Senator I ULBRIGHT. Did you talk to him often on the phone ¢ 

Mr. Dawson. I do not recall that I ever had any conversations with 
him on the phone at all. 

Senator Bennerr. Have you ever engaged in any bi 
prises with any of these men whose names have been 
Jacobs, Windham, or Young? 

Mr. Dawson. No, sir, Senator: and I so testified 
at the bevinning of the hearing. 

nator Futprient. If vou had been a mem 
randum would indicate, you would now owe the F 
ST6.000 7 
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Senator Futsrieut. You heard the testimony this morning. 

Mr. Dawson. Well, I heard Mr. Herz say that there was a question 
about dry-hole money and selling the pipe and selling the lease, and 
those were all indefinite figures, so there was no definite figure men- 
tioned. 

Senator Futsricut. The best calculation of those who were listen 
ing indicated it to be approximately $16,000. 

Senator Bennerr. May I clear that matter up‘ 

Senator Futpricur. Yes. 

Senator Bennerr. Your testimony, to which you referred, I think 
you are referring to the sentence on page 3 of your mimeographed 
statement which says: 

It is a fact that I have never had any interest in any of Mr. Jacobs” business 
ventures. 

Leaving Mr. Jacobs out, for the record, have you ever had any joint 
business ventures with Mr. Young ¢ 

Mr. Dawson. No, sir: and I think that is covered in here later, that 
I have not. 

Senator Doveras. Mr. Dawson, I believe Mr. Dunham was ap 
pointed to the RFC in March 1949; is that correct ¢ 

Mr. Dawson. Somewhere around that time, Senator. 

Senator Dougias. Had you known Mr. Dunham before that date / 

Mr. Dawson. I had met him on, I think, only one occasion, when he 
was called here to be interviewed by the President. 

Senator Doveias. It was merely a casual acquaintance. 

Mr. Dawson. Absolutely. 

Senator Doveras. You will find on pages 1360 and 1361 of the 
printed record, excerpts from Mr. Dunham’s diary indicating the 
number of times in which he had lunch with you, the minimum numbe! 
of times, namely, Tuesday, April 5, April 29, May 10, June 3 and 17, 
September 14, November 25, 1949; January 17 and 24; February 9, 
April 19, 1950. That is a record of about 10 luncheon dates in about 
13 months. 

Is it usual for you to have lunch with governmental officials at this 
rate ¢ 

Mr. Dawson. Senator, I think the diary covers the period from 
April through August, and that is 17 months, and the 10 luncheons 
were in 17 months. 

Senator Dovueias. The dates that I have given, I think I indicated 
correctly, namely, between March 31, 1949, and April 19, 1950, were 
10 luncheon engagements. 

Mr. Dawson. That is correct, Senator, but the diary—— 

Senator DovcGias. You drop off the last date and make it January 
24, 1950, and that is nine within the space of 10 months. I think my 
Statement Was accurate, 

Mr. Dawson. Senator, it is just a point that I would like to have 
clear. The diary covered 17 months, as I understand it, and it shows 
that from April to the end of the diary, which is in August, I did 
not have any luncheons with him, so I think it is fair to state that 1 
had 10 luncheons in 17 months. 

Senator Dovuetas. I think it is also fair to say that within the space 
of 10 months there were 9 luncheon engagements and within the space 
of 13 months that you had 10 luncheon engagements. 
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Senator Futsricut. I think it is also clear that the luncheons were 
not the only contacts during that period, by any means. 

Senator Dovenas. In the first place, it 1s not certain that this is a 
record of all luncheons, and, in the second place, it does not take into 
account evening meals'when Mr. Jacobs came to town, or 
sions, so this is the minimum number of oceasions. 

Now I come back to the question which I started to ask. Is it your 
practice to have luncheons with governmental officials you have not 
previously met ¢ 

Mr. DAWSON. The first luncheon I had with Mr. Dunham was a little 
over a month after he assumed office. I had a luncheon with him later 
on. and then there were a few luncheons, Senator Douglas. 
arranged, because he wanted me to meet people that he had an interest 
in from Detroit, I think. that were interested in being connected with 
the Government service. 

Senator DouGLAs. I did not mean to say that you sought him out 
each time, but the two of you, whichever was the pursuer and which 
ever the pursued, the two of you ni ade connections / ¢ 

Mr. Dawson. Yes: I had luneh with him on those 


do have lunch with some Government official] 
week, 


ot her oeca- 


that he 


occasions, and I 
almost every day in the 


Senator Dovetas. In departments other than the executive depart- 
ment, Government agencies such as RFC, SEC, FTC? 

Mr. Dawson. All Government agencies, Senator. 

Senator Dove.ias. Have you made it a practice to visit around with 
the public officials in whose appointments you have had : 


i share ¢ 
Mr. Dawson. I do not make it a pract ice to. 


It so happens that I do. 


Senator Doucias. So you do not think it is at all unusual that vou 


had a minimum of nine luncheon dates within 10 months with this 
man whom you had never met or scarcely met before he was appointed; 
vou do not regard that as unusual ? 

Mr. Dawson. There is nothing at all unusual in that, Senator. 

Senator Doveias. What was there that attracted him to vou, then ? 

Mr. Dawson. As I said in my opening statement 
genuinely fond, and still am, of Mr. Dunham. 

Senator Dovueias. Did you form such an affection for him at this 
first meeting that you w: inted to see him a great many times and have 
the pleasure of looking into his eyes and be fascinated by his con- 
versation ¢ 

Mr. Dawson. I think, Senator, that you will find Mr. Dunham was 
interested in having lunch with me, too. I was not the pursuer. 

— itor Dovetas. Surely, that is not unusual. 

I do not wish to pry into people’s personal lives, but I mean in a 
sense it was somewhat unusual, it would seem to me. 
which developed so suddenly. 

When you met Mr. Dunham, what did you talk about, the Sena 
tors—I do not mean the United States set . but I mean the base- 
ball team, or the beauties of spring in W ashington, or the view of 
the Potomac, or would you ia discuss RFC matters? 

Mr. Dawson. Senator, | want to say th: at we did not talk about the 
Senators as being Members of the United States Senate. 

Senator Dovatas. No: Griffith’s Senators. 


. Senator. L was 


a friendship 
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Mr. Dawson. I would like to explain the situation. It is true about 
those luncheons. When Mr. Dunham came to Washington he was 
extremely interested in his job. He was enthusiastic about the op- 
portunity to render a service to the people of this country. He knew 
that I had been with the RFC for a long period of year. He knew 
that I knew a great deal about it from working there. He wanted to 
learn something about it that he could perhaps get from me. He 
knew also that I knew about the Government agencies as a whole 
because of the position that I occupied, and he wanted to be oriented 
to the RFC and he wanted to be oriented to the Washington scene. 

Senator DovuGias. So you took him under your wing and inculeated 
him in how to conduct himself and how to run the REC; this was sort 
of a little course in tutelage / 

Mr. Dawson. Senator, that would not be a correct statement. I did 
not take him under my wing. I think the reference to the diary will 
show that he called me first. 

Senator Dovéias. Did you wish to help educate him ? 

Mr. Dawson. I was glad to. 

Senator DouG.ias. Here he was coming to town in a new job, anxious 
to learn, so you thought it was your duty to meet with him and help 
him out? 

Mr. Dawson. Senator, I was glad to do that for Mr. Dunham, and 
I would be glad to do it for any new person coming into the Govern- 
ment service. I am proud of the Government service and I like to 
talk about it. 

Senator Doveias. Would you talk about RFC matters with him ? 

Dawson. Yes: we talked about general matters at the RF¢ 

As I just said, Senator Douglas, there were occasions when he wanted 
to know what I knew about my history with the operation there, and 
there were other occasions when he was interested in talking to me 
about people that he thought would be interested in the Government, 
and he actually, as the diary shows, brought down several people so 
th: at I could meet them and know about them and so the vy could meet 
me: then going to the RFC, to be more responsive to your question, 
Senator, I just want to give you the whole picture as I recall 1 

Senator Doveias. When you talked about RIC matters did you 
ever talk about pending loans? 

Dawson. No, sir: I never discussed any loan with reference to 
ie REC from the standpoint of making a loan, or whether it should be 
made, or whether it should not be made. 

Senator Dovugias. In other words, that subject was taboo ? 

Mr. Dawson. Well, it was not taboo. I never had any interest in 
REC loans from that standpoint, Senator. 

nator Dovetas. What kind of RFC activities would you discuss 
with the thought that he might be a better director ¢ 

Mir. Dawson. Well. at the outset. from the time he came with the 
REC, I believe the Board put him in charge of the Lustron Corp. 

ivities for the Boar’. Mr. Dunham was keenly interested in that 

itor Doucias. Was Lustron— 
Yawson. From the standpol t. Senator, of ideas to increa 
betion, ile ns to eflect economies and efficiency, the sale of the 
| tl pl ice of the Lustron house in the housing field, Sena 


reference to whether the loan should have been mad 
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or changed in any way. It was just a general discussion that you, per- 
haps, might have had with him. 

Senator Futsricutr. Are we to attribute the success of the Lustron, 
then, to your advice to Mr. Dunham? I think that is a responsibility 
I would not like to assume voluntarily. 

Mr. Dawson. Senator, I think you should look to the REC for the 
administration of the Lustron Corp. 

Senator Funtpriaur. You were coaching the man who had ¢] 
responsibility for it. 

Mr. Dawson. No, sir; that was just general conversation. 
not coaching him, 

Senator Dovuaias. On page six of your statement you say: 

I have never attempted to dominate Mr. Hise, Mr. Dunham, or any other 
Director of the RFC * * nor does the testimony show that | required 
anything. * * * I did not intercede with the RFC. 

In other words, vou used pretty strong verbs there to say what you 
did not do; you did not “intercede.” you did not try to “dominate. 
you did not “require.” Did you perhaps upon oceasion hint or drop 
a word? 

Mr. Dawson. No, Senator Douglas. 

Senator Dovucias. You know the quotation from aaa which 
says, “Just hint a fault and hesitate dislike.” Therefore, hint, hesi- 
tate, a plea in your eye, a nod of your head, some telegraphic com 
munication which would pass between the President’s assistant and a 
Director of the RFC could be communicated as quickly as thoug! 
spelled out in glaring letters. 

Mr. Dawson. Senator, I am not any better on my poetry than I am 
on my Latin. The fact of the mater is that I am not a very subtle 
person. I cannot cover up things that I do. I do not try to cover 
them up. My only way is to face the facts and talk about them. 

Senator Bennerr. May I ask a question at this point 4 

Senator Dovetas. Certainly. 

Senator Bennerr. I am very much interested to have the testimony 
now that in these meetings with Mr. Dunham you did discuss the man 
agerial problems of Lustron which was his assignment. 

Mr. Dawson. No, sir; I did not discuss the managerial problems 
as such. 

Senator Bennerr. You discussed ways of improving the manage 
ment / 

Mr. Dawson. No, it was general—no, I did not discuss the ways of 
improving the management. There were just questions of how they 
were getting along with production at Lustron. I did not discuss 
the question of whether a manager was the proper manager there or 
whether a manager should be changed. 

Senator Bennerr. You discussed how they were getting along with 
prouction. The testimony shows that out of some of these meetings 

which Mr. Jacobs and Mr. Dunham were present the program was 
developed to introduce Mr. Hunt, who was brought to you by Mr. 
Dunham, I think, or Mr. Jacobs, introduced to you by one or the two 
of them. A proposal was made to introduce him, and out of it ap 
parently came an idea that was never successfully carried thro oh, to 
change the whole management of Lustron. There was some evidence 
there wasa program to change the stock ow nership of Lustro Were 
you ever present when those things were discussed / 


¢ 
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Mr. Dawson. No, sir; and I have so testified, Senator. I think you 
were out of the room yesterday when that point was covered. I never 
knew Mr. Hunt before he was introduced to me on one occasion, and 
i have never seen him or communicated with him since. It is my 
understanding, and I think Mr. Dunham/’s diary indicates that, that 
the arrangement was made with Mr. Hunt to make a survey of the 
Lustron plant before I had ever met him. At least that was the way 
it was told to me when I was introduced to him, Senator. 

Senator Bennerr. You feel that there was no connection between 
your veneral discussions of Lustron’s production problems and this 
program which was developed to change the production management 
of Lustron / 

Mr. Dawson. I am sure of that, Senator Bennett. 

Senator Bennerr. That is all I have. 

Senator I ULBRIGHT. Mr. Dawson, the committee has the impression, 
I think, that about the time Mr. Dunham came on to the Board, shortly 
after Mr. Willett came on the Board which coincided with the resigna 
tion of Mr. Goodloe and Mr. Bodman, that the principal difficulties 
of the RFC developed. I only say this because of your testimony 
with regard to your association with Mr. Dunham, Mr. Young, and 
Mr. Willett. Perhaps that is the reason that has led the committee 
at least to inquire as to whether or not you did not have some respons! 
bility in the deterioration of the RFC as a whole. 

Mr. Dawson. ‘Senator, I earnestly hope that the result of my testi 
mony will be to disabuse the committee’s mind of that feeling. 

Senator Futsrientr. Mr. Dawson, do you know Clarence E. Hood, 
Jr., of Mississippi ‘ 

Mr. Dawson. Yes, sir. 

Senator Futsricutr. Under what circumstances did you meet him ‘ 

Mr. Dawson. He was introduced to me as the acting national com 
mitteeman for the State of Mississippi. 

Senator Futsrieur. When did you meet him / 

Mr. Dawson. I do not know when I first met him, Senator. 
been some time ago, may be 1949, 

Senator Futsricnr. How well do you know him? 

Mr. Dawson. I do not know him at all well. 

Senator Futsrignr. On June 29, 1950, an RFC deferred participa 
tion loan in the amount of $150,000 was approved for the Meridia: 
Wood Products Co.. ot Meridian, Miss.. of whieh Mr. Hood is thr 
president. 

Prior to that date was it ever brought to your attention that that 
company had a loan application pending / 

Mr. eceen: Senator, as far as my memory serves me, I neve 
heard of it at all. 

Senator Futsrieut. Did you ever discuss the loan application with 
Mr. Hood or have any communication with him, either directly o1 
indirectly, relative to Mr. Hood’s RFC loan application ? 


Mr. Dawson. Senator, I just do not know anything about it at all. 


as far as my memory serves me. If you would give me some idea oi 


something that I had to do with it, maybe it would refresh my memory, 


but I do not recall anything about it. 
Senator Futsrieutr. Are you sure that you never did discuss thi 
loan application with Mr. Dunham ? 
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Mr. Dawson. As far as my memory serves me, I never heard of it 
before, Senator. 

Senator Futpricur. You heard of Mr. Hood, though / 

Mr. Dawson. Oh, yes, but in an entirely different connection than 
an RFC loan. 

Senator Futsrieutr. In what connection did you hear of him / 

Mr. Dawson. He was the acting national committeeman for the 
State of Mississippl, a political connection. 

Senator Futsrieut. Well, 1 do not know that that necessarily ex- 
cludes him from relation with the RFC. A national committeeman 
was appointed to the REF ‘ only recently. 

You never discussed it with Mr. Willett or Mr. Dunham or Mr. 
Young 4 

Mr. Dawson. I have no recollection of ever having heard of it, 
Senator. 

Senator Futsrigur. Do you know whether Mr. Hood has indicated 
he feels you are responsible for his success with the RFC in this 
matter ? 

Mr. DAWSON. Senator, I did not know he had any business with 
the RFC, as far as I know. 

Senator Futprientr. The committee has been informed in an in- 
formal way that Mr. Hood has stated, and we should perhaps say 
boasted, that he was able to get RFC assistance because of your inter- 
vention and your assistance. How do you suppose he ever got such 
an idea? 

Mr. Dawson. Senator, that is the first time I ever heard of that, 
and I have no recollection of having talked to anybody about any 
REC business that he might have, including himself. 

Senator Funsrigutr. Did you ever talk to him about any other 
business that he had other than RF¢ 

Mr. Dawson. No, sir. My business was on an entirely different 
basis with him. 

Senator Funsrigur. Was Mr. Hood recently removed from his 
position by Mr. Boyle? 

Mr. Dawson. I think so. 

Senator Futsriegur. Do you know why? 

Mr. Dawson. I do not know the circumstances of it. It had to do 
with an investigation that was being conducted into the patronage 
situation in Mississippi. 

Senator Futsricur. I believe yesterday you testified that you 
knew Mr. James Finnegan. 

Mr. Dawson. Yes, 

Senator Fuisricut. How did you come to know Mr. Finnegan? 

Mr. Dawson. I have known Mr. Finnegan for a number of years. 
He is from the same State that I am from, and we had mutual friends, 
ind from time to time, perhaps he has been with them, and I have 
just met him, that is all. 

Senator Futsricutr. I do not recall what your testimony was about 
the Nicaro Nickel plant. Did he discuss that with you é 

Mr. Dawson. Yes, sir: and I so testified. 

Senator Futsricutr. He and Mr. Jacobs? 

Mr. Dawson. That is correct: I testified to that, Senator 
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Senator Futsricur. Were you a guest of Mr. Jacobs in his home 
when Mr. Finnegan was present ? 

Mr. Dawson. Yes, sir; and I want to correct the list of guests 
that I gave last fall when I was there. Mr. Finnegan was there at 
the time; he and his wife were there. It was a slip of my memory. 

Senator Futsricnt. Any other corrections on that guest list ? 

Mr. Dawson. Senator, it is entirely from memory, so far as I am 
concerned. I have given you my best recollection of it. 

Senator Futsricut. Did you say yesterday whether or not you 
read Senator Williams’ comments about Mr. Finnegan on May 7? 

Mr. Dawson. I said that I had not. 

Senator Futsrigur. Did you by any chance read them last night ‘ 

Mr. Dawson. No, sir 

Senator Futsrienr. Are you familiar with the general nature of 
the charges made about Mr. Finnegan ? 

Mr. Dawson. Only as indicated, ‘T believe, by Senator Bricker yes- 
terday. He interrogated me regarding certain loans that I knew 
nothing about and had never heard of. 

Senator Fursrienr. Had Mr. Finnegan discussed with you his 
relationships with applicants seeking RFC loans? 

Mr. Dawson. No, sir. 

Senator Futsrieur. Never in any instance? 

Mr. Dawson. Not that I have any recollection of at all, Senator. 

Senator Fuuisricntr. Do you know anything at all about his rela- 
tionships with the American Lithofold Co. of St. Louis? 

Mr. Dawson. No, sir; I am not acquainted with that company, 
either. 

Senator Futsrient. It is a very important loan and a rather large 
loan which was discussed in Senator Williams’ presentation. 

Mr. Dawson. Senator, I do not know anything about it. 

Senator Futsricut. He was instrumental—in fact, he played quite 
a part in it. 

Mr. Dawson. I do not know anything about it. 

Senator Futsricur. Have you ever been requested to do anything 
on behalf of Mr. Finnegan? 

Mr. Dawson. Never been requested to sr anything in his behalf; 
no, sir. As far as I know, he had no RFC business at all. 

Senator Funprieut. I think the facts are he had considerable. 

Mr. Dawson. As I say, so far as I know. 

Senator Fu.pricut. So far as you know. You only were a social 
friend; you did not discuss business # 

Mr. Dawson. That is right, sir. 

Senator Futsrient. Who did you discuss business matters with 

Mr. Dawson. Well, what business are you referring to, Senator’ 

Senator Fu.zsrient. I do not know. Do you not have any business 
matters ¢ 

Mr. Dawson. I have the business of running my personal life, and 
I diseuss that with whoever may be concerned. If you will ask mi 
a specific question, I will be clad to give you my best and honest 
answer, Senator. 
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Senator Futsriecut. Mr. Dawson, this is a rather interesting article 
that appeared in the Washington Post. I wondered if you had any 
comment to make on it. I am sure you have read it. It says: 
[Washington Post, September 23, 1950] 
FEDERAL DIARY 
(By Jerry Kluttz) 

Insiders confide that the President's top-notch administrative assistant, Donald 
S. Dawson, has been offered the presidency of the New York Stock Exchange, and 
it is up to the President whether he will accept it. They say Dawson will accept 
it at a fabulous salary if he is released by the President, but he will stay where 
he is if the President wishes. 

Dawson is the President’s adviser on personnel matters. He worked in a 
New York bond house in the early 1930's after entering the RFC, where he was 
personnel director before he was asked to join the President’s staff 

How did you happen to become a candidate for the president of 
the New York Stock Exc thange ? 

Mr. Dawson. Senator, 1 was not a candidate. 

Senator Futsricntr. You were not. Do you know who proposed 
your name ¢ 

Mr. Dawson. Senator, I do not. 

Senator Futsrieut. Do you know whether Merl Young had 
anything to do with it? 

Mr. Dawson. I do not. 

Senator Fu.prieur. Did the national committee have anything 
to do with it? 

Mr. Dawson. Not that I know of, Senator. I do not know how 
my name was proposed. 

Senator Futsrieut. Does that article have any substance to it 4 

Mr. DAWSON. | did not go into the situation. I] was nota candidate. 

Senator Funtpricutr. Were you ever approached about that ? 

Mr. Dawson. I was not. 

Senator Futsriciutr. You were not ? 

Mr. Dawson. No, su 

Senator Futsriegur. Would you say there is no foundation for 
that article? 

Mr. Dawson. I think the article is a columnist’s speculation. 

Senator Futsrieut. As far as you know, there is no substance to it 

Mr. Dawson. I was never approached about that position by any 
body on the New York Stock Exchange, and know nothing officia 
about it at all, other than what I have read in the papers anc 
magazines. 

Senator Fursrignt. Mr. Dawson, do you know Mr. Jacobs’ wife. 
the former Virginia Farrell ¢ 

Mr. Dawson. Yes, sir. 

Senator Futerientr. Did you assist her in any way with her efforts 
to interest Government girls in a charm school ¢ 

Mr. DAWSON. At the time she was here interested in that project 
she was not married to Mr. Jacobs, and I made an appointment for het 
to see the Federal Recreation Association, and that is the last conne 
tion I had with it. I might say, Senator, that is not an unusual thing. 
As a matter of fact, a subsequent school of that character was held 
here last year under approximately the same sort of circumstances, and 
I dare say there have been other instances of it. 


| 
l 
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Senator Fuvsricutr. We asked Mr. Jacobs, on page 1225 of the 
printed record, and I think you may have seen that testimony, with 
regard to who made the arrangements for the use of Department of 
Agriculture Auditorium. He was unable to say. Do I understand 
that ee ees 

Mr. Dawson. No, sir; I did not. I had nothing to do with that 
at all. 

Senator Futsricutr. What did yousay? I thought vou said you did. 

Mr. Dawson. The Federal Recreation Association is an association 
of all of the departmental associations. It is a sort of a coordinating 
body. It has no activity of its own, as I understand it. The associa- 
tion merely makes contacts as a source of clearance. Now, as I under- 
stand it, and I cannot say accurately, because I do not know, but from 
what is said here I think the Department of Agriculture’s Welfare 
Association sponsored this course, and what arrangements were made 
for the use of the auditorium I do not know. I had nothing to do with 
it, Senator. 

Senator Futsrient. I was not clear. What was it that you did do? 
You said that you did something. 

Mr. Dawson. I made an appointment. 

Senator Futsricur. An appointment with whom ? 

Mr. Dawson. With the Federal Recreation Association: and again 
I say, Senator—— 

Senator Futsricgnr. You did not require them to do anything 
about it ? 

Mr. Dawson. I did not. 

Senator Futsrieutr. You did not demand anything ? 

Mr. Dawson. I did not, and I would not, Senator. 

Senator Futsrieur. No: I do not think you would. I do not think 
you need to. 

Senator Doveias. Mr. Chairman, may I ask a question? Tam not 
familiar with this matter. May Lask, were these sessions of the charm 
school gratuitous sessions, or did those that attended pay a fee? 

Senator Futsrieutr. Do you know, Mr. Dawson / 

Mr. Dawson. I do not. 

Senator Funsrient. It was my understanding that it was a school 
in which those that participated did pay a fee. It was a commercial 
venture: was it not ? 

The testimony, I must confess, the first part of our testimony was 
taken so long ago, and we had to wait so many weeks in the inter 
vening time, that I have become a little rusty on what the testimony 
was. We had testimony about the character of the school. 

But I think it was a venture in which Miss Farrell, who later mar 
ried Mr. Jacobs, was the promoter, and we were just curious to see 
how close this association was, and whether or not Mr. Dawson had 
been helpful in Miss Farrell making her arrangements 

Mr. Dawson. Senator, in that connection I would like to make 1 
clear that I would do anything I can to help Government. employees. 

Senator Futpricutr. Wag Miss Farrell a Government employee / 

Mr. Dawson. No, sir: but she was proposing something that might 
be of interest to Government employees, and I make any contacts that 
people would ask me to make of that nature. I woul | be glad to do 
so. That is as far as I go in a situation. It is up to the deciding 
agency from that point on. 
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Senator Futsrigur. What do you thing was helpful? What did 
Miss Farrell undertake to do for the e mployees ¢ 

Mr. Dawson. Well, as I understand it, it was a course in appearance 
improvement that would be of interest to ladies in the Government 
service. 

Senator Fuisricur. It was called a charm school. I do not 
know what that is. I assume that is was more manners than it was 
physical appearance. 

Mr. Dawson. I am not acquainted with the exact course. 

Senator Futpricut. Did not Miss Farrell explain to you the nature 
of her project ? 

Mr. Dawson. As I say, Senator, I understood it was a course having 
to do with the improvement of appearance. 

Senator Futsricur. That is your version of it, but she must have 
persuaded you at the time that it was a good thing. 

Mr. Dawson. She did not persuade me one way or the other. 
merely made an appointment for her. 

Senator Futsrieur. Well, I mean you would not have made an ay 
pointment if you had not approved of the project: would you ‘ 

Mr. Dawson. Senator, lots of times people want to talk to some 
Government department or agency, and an appointment is made. — I 
do not go into the merits of a situation, and 1 am sure that your othice 
and other Senators’ offices refer many people just so they can talk 
about what they have on their minds. . 

Senator Funsricur. Now, I do not think I do that with people 
that I do not know and with projects that I know nothing about at all. 
I do not do it if I know it; I do not do it. I do not make appoint- 
ments for people whom I do not know, or if they have business, 
business with which I am not aequainted. At least I do not do it 
consciously. 

How well did you know Miss Farrell ¢ 

Mr. Dawson. I knew Miss Farrell from having had an a¢ inintance 
with her. I do not know the date of this. If you will tell me the 
date, maybe I can give you the exact length of time ave know) 
her. 

Senator Futsrienur. It was in 1949, 1 think. 

Mr. Dawson. I met her in the early part of 1949. 

Senator Fuisricutr. Here is the testimony. Tha 
1e27. We asked Mr. Jacobs about it. As I tH derstal 
August of 1949, 

Mr. Dawson. I had known her approximately 8 mont 

Senator Futsrient. Prior to that time / 

Dawson. Yes, sir 

Senator Futsricnr. How had you met her, and where ? 

Mr. DAWSON. I met her through Mr. Jacobs here in Wa hy neton. 

Senator Futsrientr. Did you know Mr. Jacobs prior to that time? 

Mr. Dawson. I met Mr. Jacobs in January of 1949, as I testified 
yesterday. 

Senator Futsriegnr. I want to refer a moment to your statement. 
It relates to the matter I mentioned in the beginning as to this ques 
tion of the difference in viewpoint, the difference in the w: ay we regard 
facts which h, generally speaking, I think, are not disputed. 

You say 


It is true, of course, that I am well acquainted with the Directors of 
as lam with many other officials of Government agencies. 
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There are a great many Government agencies. There are some, I 
expect, 1: 50 Governmont corporations; are there not ? 

Mr. Dawson. I do not think there are that many corporations, Sena- 
tor; there are many agencies. 

Senator Fursricur. A great many corporations. GAO made a 
survey of it not long ago, and I think there were 103 governmental 
corporations. They were recommending at that time that they be 
drastically curtained. Would you say there is any other Government 
agency or ¢ or poration with which you are as we Il acquainted as you 
are the RFC 

Mr. ee [ am well acquainted with the RFC because I 
started working there in 1933, and I have lots of friends there, Senator. 

Senator Futsricur. That is what I thought. Now your statement, 
it seems to me, has no particular significance. You say, “as Tam with 
many other officials of Government agencies.” I would call that a mis- 
leading statement to one who is not acquainted with the facts, because 
quite obviously, it seems to me, you are much better acquainted with 
REC and its Board than any other Government agency; is that not 
true ¢ 

Mr. Dawson. Senator, I do not think that that is an accurate state- 
ment. Asa matter of fact, some department head or Cabinet officer 
sees Ine practically every week; sometimes two or three times a week, 
or I see them. 

Senator Futsrigur. Some, among the many, but none of them with 
whom you have had a constant relationship—— 

Mr. Dawson. Some of them, yes. I have dealings with them all, all 
the time, Senator. 

Senator Futsricnr. You want the committee to believe that there 
is nothing unusual about the amount of association you have had with 
the members of the Board of Directors of RFC. 

Mr. Dawson. I certainly do, Senator. 

Senator Fuutericur. I just do not think there are enough hours in 
the day or weeks in the year for your to do the same with any other 
Government agency. 

Mr. Dawson. I reached that conclusion myself, that there are not 
enough pomees in the di iV to doe everything | h: ave to do. 

Senator Futsricur. You say in the next line: 

It is also true that I have at no time ever attempted to dominate or influence 
any of them. 

Can you truthfully say that they have not been influenced, whether 

attempted it or not, or whether you sought to do it or not? Can 
ou really feel and say truthfully that you have never influenced them / 

Mr. Dawson. What I am saying, Senator, is what I did, and I never 
influenced nor attempted to influence any Director. 

Senator Futsricntr. This comes to the point I was trying to make 
in the beginning. Our report very e mabey eivatatel from wnestting 
that you were out throwing your weight around in seeking and at 
tempting to dominate the RFC. What we cs eatin is teal whether 
vou sought to do it or attempted to do it, you did influence them. Now 
in your own testimony yesterday you stated that Mr. Willett songht 
your advice and he valued your opinion. We think that is true, also. 
and we think the slightest indication of your desire was sufficient to 
influence Mr. Willett because he was so completely dependent upon 
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you. That is the whole point, I think, of the study we have made. It 
is a difference that many people have been unwilling to accept or un- 
able to appreciate, I do not know which. Things have de veloped in 
our Government in which there has been no illegality, no breaking of 
any laws, but a web of influence has developed which I think has been 
detrimental to the independence of the RFC specifically. We do not 
know whether this same relationship has grown up in other agencies 
or not. When you say that you never attempted to dominate or in- 
fluence the RFC, that is beside the point we are trying to develop in 
these hearings. The fact is, and I think it is clear from the testimony, 
om it you did influence, whether you were conscious of it or not. Tt may 

e that you are so modest you do not realize that Mr. Willett and Mr. 
oi were extremely anxious to do anything that they thought 
might please you. I think that is a fact. 

Do I make the point of the distinction that the committee has had 
in mind ¢ 

Mr. Dawson. Senator, I think it is unfair to say that Mr. Willett 
yould do anything that I wanted him to do, or that Mr. Dunham 
would do. I am very glad that you have said what you have, because 
it indicates to me that you think I have done nothing wrong, and I 
have never consciously endeavored to influence any operation at the 
RE« 

Senator Futsricut. I said that that could be quite consistent with 
the position of the committee in our report. I do not believe—I have 
not completely made up my mind as to the evaluation of your motive. 
You state that you did not attempt to exercise influence. I am only 
saying that we have not alleged that you atte 4 to, or that you 
undertook to do it as an affirmative policy. We think, however, that 
that has been done by the relationship which has grown wp 

There are one or two other statements—and I want to treat it i 
the same way, to see if you can understand or I can make you under 
stand at least what [Thad in mind in the report and what we still have 
in mind with regard to your relationship to the RF‘ 

You Say in the next paragraph : 


On occasion I had referred persons or inquiries regardit 


4 ns te © inh 

Have you found Board members in recent years so inde} h 
you can be assured that they attach no more than ordinary sigt 
to vour referrals ? 

Mr. Dawson. I think t] is an absolute fact. 

Senator FuLsrient. ee te thes cee datnn a) it Vo ive neve 
sought to influence any loan, but in this paragraph you state afl 
tively: 

On occasion I had referred persons or inquiries regarding loans to the REC, 

L take it your position is that if Mr. Joe Doakes come \ . 
i loan you eall up somebody and say, “Mr. Doakes. a fri 

as a loan and I hope you will see him.” You do not ask ) 9 

m the loan or to do anvthing about it. You ¢o cel iit 
proper ¢ . 

Mr. Dawson. I have made many appointments for people, S 
and I do it asa part of my job in the routine course of ny siness, to 


make referrals to all Government departments. 
Senator Futerient. I think that illustrates what we have in mind. 
It is my view that if you call Mr. Willett, due to your long associa- 


1 QO, 
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tion with him, due to the fact that his job, I believe, is dependent upon 
your support—take, for example—— 

Mr. Dawson. Senator, that is not a fair assumption to say that his 
job depended on my support. 

Senator Futsrienr. | will put it this way: I think last August, if 
you . a been disposed sais you could have atmemad his name from 
ever going before the President. In that sense I think you had com- 
plete “powe r, which we think is domination. 

To put it the other way, I think if you recommended his appoint- 
ment, it might very well happen that the President might not take 
him. That is a little different approach. However, I think that you 
had the power of veto, that you could have prevented his name ever 
coming rei ally ser iously to the President’s attention. I do not mean to 
imply that you domin: ited the President at all. These are just facts 
that go on in the administration of any great organization such as our 
Grovernment. 

Mr. Dawson. Senator, with respect to any incumbent, his name 
would always be resubmitted to the President for reappointment. | 

Senator Fursricnr. With regard to this referral, my view is that 
all you need to do to practically assure the granting of a loan is to 

call Mr. Willett and say, yi hope you will see Joe Pcainan He has 
an application for a loan.” I do not know whether to say that is 
right or wrong according to some abstract moral standard. That is 
another matter. I think it leads to bad administration and to a per- 
version of the RFC purposes. 

Now, I do think without question that it is wrong for that Board 
to become so dependent, so responsive to your or anybody else’s sug 
gestion, as to be led astray as they had. I think they did that not 
only to vou—the ‘vy were too responsive to you but to other people's 
suggestions, because they were a very weak Board, in my opinion. 
That is the point, if I may be permitted to say so, that we are trying 
to make in our report. 

Mr. Dawson. Senator, when you say that a call from me to Mr. 
Willett would assure a loan, I think you are minimizing the impor 
tance of the rag It takes a decision by the Board to approve a 
loan, and certainly, a call referring a man for an interview. or referring 
a letter, would not net acted upon unanimously or by a majority of the 
Board to secure his loan just because I sent it over there. 

Senator Frear. But it is true. is it not. Mr. Dawson, that if there 
were only three members of the Board present, Mr. Dunh: m, and Mi 
Willet t bei ng re of them, that the V could ap prove the loan? 

Mr. Ds vwson. I do not know what the regulations are, Senator. 

Senator Futsrignr. On page 2 of your mimeographed statement 
you say this: 

I can state, as Senator Douglas did, that I have never at any time requeste 
the RFC to bypass any of its regular procedures nor have I by threats or promis 
either tacit or stated, put pressure on it to take any action with respect to an 
loan or any other transaction. 

That sounds like a very brave statement, to state it that way, but 
you compare your position vis-a-vis the RFC with that of Senator 
Douglas. This is not a valid comparison, in my opinion. It seems to 
me your relationship with the President is such that you could not 
make even a routine referral without running the risk of exposing 
the President to the charge of bringing undue pressure for favored 
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persons. This is true particularly, since you regard your responsibili- 
ties as largely political in a partisan sense rather than governmental 
in a civil-service sense. I think there is a vast difference. I think 
it is completely fallacious to compare your position with that t of Sena- 
tor Douglas. 

Senator Douglas does not have the personal relationships with these 
members, but primarily and foremost he does not have the power of 
life and death over the continued occupation of their positions on the 
Board of Directors. 

Senator Dove.as. | do not wish to get into a mutual protest: ition 
match with Mr. Dawson which will display our relative virtues, but 
I do want to make it a matter of record that since I went on this com- 
mittee I felt that I did have power over the members of the Board of 
Directors, and I have broken off all relations with the RFC and have 
not communicated with them by letter or telephone. I have not 
even referred people to them. 

Senator Futsricur. [ would say that whatever influence this com- 
mittee, and you as a member of the committee, has had over them this 
year is as the result of a most unusual and long-drawn-out investiga- 
tion which I hope will not have to be repeated again for 20 years. In 
the normal course of events vou do not, nor does any ordinary Member 
of Congress have influence. It is only by the exertion of the full power 
of this committee that any effect or any influence whatever was had 
upon the RFC, and by a very long process. 

On that same page 2 you quote from the committee’s report : 

* Jacobs also has cultivated the friendship of Donald Dawson, the President's 
aide, 

Jacobs has entertained Merl Young and Rosenbaum at his estate in Home- 
stead, Fla. Dawson, too, has been his guest. 

You say: 

The statement makes no charge against me, yet it creates an unfavorable 
impression of me by associating me with other persons criticized in the report. 

I do not think that is a fair statement of what the report does. 
It does not associate you with anyone. You associated yourself with 
these people, asa matter of fact. The report does not ‘associate you 
with them. I do not think that is a fair statement with regard 
the report. 

You say: 

For example, Jacobs is identified in the report as an RFC borrower, but the 
report does not bring about the fact that I never met him about 2 years after the 
loan was made. 

Certainly, the report contains no inference, no intimation, that you 
helped Jacobs get his loan. That is not in the report. That is an 
erroneous characterization of the report. 

In the next line: 

Similarly, any implication that Young, Rosenbaum, and I were together at 
Jacobs’ Florida home would be untrue. 

There is no such implication in the report. In fact, the language 
very carefully separates you from Mr. Rosenbaum on that point of 
having been there at the same time. 


You say: 


The fact is that I do not know Joseph Rosenbaum. 
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Mr. Rosenbaum, according to our testimony, operated in a rather 
unusual manner. Mr. Dunham had never met Mr. Rosenbaum, and 
Mr. Willett had seen him only twice. The significant thing was the 
close relationship that Merl Young and Jacobs had with Rosenbaum 
on the one hand, and the Government people on the other. In other 
words, the contact here in that case—and that has been developed 
very fully on the record—was not between Mr. Rosenbaum and Mr. 
Willett and Dunham, but through Mr. Young. Mr. Young was the 
point of contact from Rosenbaum in many of these activities, and 
Mr. Jacobs on the other activities. Mr. Jacobs was involved in many 
of these matters. Of course, it is obviously to me why Mr. Young 
was on his payroll. He was paid to do that. He was, in the words 
of Mr. Gunderson, an expediter. I suppose it is merely a coincidence 
that he was a close social friend of yours, but part of his stock in 
trade was the fact that he was a friend of yours. Would you not 
say that was certainly an important element in his employment by 
people like Rosenbaum and Jacobs ? 

Mr. Dawson. Senator, I am not familiar with his employment with 
those people. In most cases I did not know about it. I do not know 
what they required of him. I do not know what they gave him to 
do or what they wanted of him. 

Senator Frear. Mr. Dawson, I believe you said earlier this 
morning that in addition to the five names that were submitted by 
the President for the RFC Board there were also an additional five 


hames. 

Mr. Dawson. That is correct, Senator. 

Senator Frear. The names of Mr. Willett and Mr. Dunham were 
resubmitted. I believe. for the second time, but in the meantime this 


Subcommittee on the RFC of the Banking and Currency C ommittee 
had been hole ling hearings on RFC matters, and Mr. Dunham’s and 
Mr. Willett’s names had appeared frequently in those hearings in not 
too favorable a manner. Now, when you submitted, and I take it 
that you did submit, those 10 names, inc ‘luding the names of Mr. Wil- 
lett and Mr. Dunham, to the President, did you take into considera 
tion the comments that were brought out in the hearings before this 
Senate committee / 

Mr. Dawson. I do not recall at that time what notice had been had 
of the hearings. I think the hearings were all either executive hear 
ings or not publicized, and as a matter of fact, all the Directors, Sena 
tor, were submitted to the President for reappointment. 

Senator Doveias. If I may interrupt. The entire text of the ex 
ecutive hearings was made available to Mr. Charles Murphy, and he 
was asked to read the record, and I believe he did. He said that he 
had had a conversation with you, in the interview which Senator Ful- 
bright and I had with Mr. Murphy. <A reading of the record of the 
executive session was also included. 

Senator Frear. Did you or did you not know at the time you sub- 
mitted those names th: . the Directors Mr. Willett and Mr. Dunham 
had been criticized or held in an unfavorable light by this subcom- 
mittee, and if you did know that, in the light of that, would you have 
submitted those names regardless ? 

Mr. Dawson. I think it was my duty to submit the names of any 
incumbent to the President for his decision. 
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Senator Frear. Do you really think that is a fair statement, Mr. 
Dawson? Suppose a man had really gone beyond what we have said 
those two Directors did in his office there, that had done something 
that maybe was a criminal offense. You certainly would not submit 
his name in a case like that. 

Mr. Dawson. I think that is the distinction. 

Senator Frear. Perhaps my mind was not clear in the beginning, 
but unless a man had really been convicted of a crime, you would sub 
mit his name again. 

Mr. Dawson. I do not know anything that Mr. Willett and Mr. 
Dunham have done. 

Senator Frear. I do not want you to think I am insinuating that 
you did, because I am not, Mr. Dawson, but what I am trying to get 
out is it would take something very drastic on the part of an indi- 
vidual to prevent his name from being submitted for reappointment 
if he was an incumbent of an office. 

Mr. Dawson. Yes. Ordinarily the incumbents are always resub- 
mitted to the President, except, as you say, when they have done some 
thing drastic. 

Senator Frear. But you did not take the interest in this matter 
to go into Mr. Willett’s or Mr. Dunham’s records before resubmission. 

Mr. Dawson. I am not aware of anything that they had done that 
was wrong, Senator. As I say, their names were all submitted to the 
President, and he had them on his desk for some time, and I was not 
present when the decision was made; had nothing to do with it, took 
no part in it. 

Senator Frear. We will take it for granted then that the five names 
of the present directors would be resubmitted, and in addition five 
other names were submitted to the President. 

Mr. Dawson. That, Senator, was the result of a decision—I do not 
believe you were here yesterday. Senator Fulbright asked me about 
that, and the decision was made not to reappoint two of the Directors, 
and then additional names were asked for. 

Senator Frear. But to replace those two, five names, additional 
names were submitted to the President. 

Mr. Dawson. That is right. There was one vacancy. There were 
three posts to be filled. There was actually one vacancy, you see. 

Senator Frear. Then he had five names from which to choose to fill 
three vacancies; am I correct? 

Mr. Dawson. In addition to the ones that were selected a total of 
eight. 

Senator Frear. Assuming that they would go on anyhow, or thai 
they would not be taken from the list of previous submission. 

Mr. Dawson. I am not clear on that. He had e ight names to choose 
from in making three appointments. 

Senator Frear. I think that explains it. What I really want to 
emphasize is the fact that the person who is already employed j 
position like that, when his term expires, in due course his name or 
names, collectively, if there are more than one, would be resubmitted to 
the President for his selection ¢ 

Mr. Dawson. Ordinarily, Senator; yes. 

Senator Frear. Thank you. 

Senator Futsrienr. I did not quite understand it. Did you say 
Mr. Gunderson’s and Mr. Hise’s names were or were not submitted to 
the President ? 
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Mr. Dawson. Yes, they were. I testified to that yesterday, I think, 
Penator. 

Senator Futsricur. That is what I thought. 

You were aware of the criticism the committee made of several loans 
hat had been approved by the Board only within the last 2 years, were 
vou not, last summer ? 
~~ Mr. Dawson. In a general sort of way, Senator. I am not aware, 
except in one situation, that you have been highly critical of a loan. 

Senator Funsrigur. What situation ? 

Mr. Dawson. That was the Texmass situation. 

Senator Futsricutr. There had been a number of matters. 

Mr. Dawson. No, I have not followed is closely, Senator. 

Senator Frear. Mr. Dawson, in submitting these names, when you 
do include the incumbents and additional names, do you make any 
reference to those names as, “this person is now an incumbent and 
this person is not an incumbent.” As to the qualifications of those 
who may be the additional names to the incumbents, do you try to give 
the President all the information that you can? 

Mr. Dawson. Oh, ves. 

Senator Frear. All the information that you have at your disposal] 
so he can make a choice ? 

Mr. Dawson. anne lv; that is right. 

Senator Frear. In doing that, do you attempt in any way, by put- 
ting a little asterisk alongside of a name, or a notation or something, 
to indicate which may be a preferential appointment ? 

Mr. Dawson. No; the selection is up to the President, Senator. 

Senator Frear. But you give him no means, as far as you are con 
cerned, of knowing whieh you think might be the better of two, if 
there were two? 

Mr. Dawson. As a matter of conversation, I would give him my 
opinion, if he wanted it. 

Senator Frear. But that does not accompany your written recom- 
mendation. That is an oral recommendation ? 

Mr. Dawson. These things are handled on a little different basis, 
maybe, on every occasion. We do it a little different way every time. 
There is no Form 56 that you use every time. 

Senator Frear. I appreciate that, but in every instance, do you or 
do you not submit the names in writing? 

Mr. Dawson. No, sir; sometimes it 1s entirely oral. 

Senator Frear. Then the President would have to depend upon his 
memory when he made the selection ? 

Mr. Dawson. Well, he would have to depend upon his knowledge 
of the facts that he had at the time. 

Senator Frear. So that it would not all be written, and his memory 
would have to play a part some place in there? 

Mr. Dawson. Sometimes it is never reduced to writing at all until 
the nomination goes up. 

Senator Frear. Thank you. 

Senator Fue RIGHT. Mr. Dawson, did you have anything to do with 
Mr. Symington’s ap sina yee as Administrator of the RFC? 

Mr. DAWSON. No, Sl | took ho part in it one Wi ay or the other. 

Senator “ape You are very familiar with RFC. Do you 
think a single administrator is an efficient way to operate the RFC? 
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Mr. Dawson. Senator, that assumes that I know all about how the 
RFC should be operated, and I do not, and it also assumes that I could 
make a judgment on a situation that has been before this committee 
for some time, before the Congress. I cannot decide that.° 

Senator Futsrient. Well, it has been reorganized. I wondered 
you had approved of it or not. 

Mr. Dawson. I had nothing to do with the reorganization, Senator. 

Senator Fuupricnr. You had nothing to do with it? 

Mr. Dawson. No, sir. 

Senator Futsricur. Mr. Dawson, before I conclude, I would like 
to read you a few paragraphs by way of emphasis which I think per- 
haps get to the root of the difference in the way you view your relation- 
ship with the RFC and the way we do. There is a fundamental 
difference between the committee and the Board—that is, the old 
Baord—and it was the root of much of our trouble. 

In presenting this report, the subcommittee wishes to distinguish between 
improper influence as such and the improper use of the Corporation’s authority 
in response to influences which in themselves may be perfectly proper. 

That is a very significant sentence. 


This report deals primarily with the latter. The subcommittee believes that 
the Corporation’s authority has been seriously abused by the Directors, and that 
this constitutes an important impropriety. 

For your benefit, the objective of this study and of the hearings was 

not an attempt to embarrass you in any respect. You were sort of a 
necessary background. The study was directed toward the RFC, and 
I think that may throw some light upon what our objective was. That 
is what we meant by that sentence. 

The subcommittee expresses no opinion as to the propriety of the activities of 


the other individuals named in the report and it makes no charges against those 
individuals. 


It is recognized that some of them may be subjected to public criticism because 
of inferences which may be drawn from the circumstances reported, or from the 
mere mention of their names. The subcommittee finds this unavoidable. It holds 
the view that there is a legitimate public interest in the relationships which arise 
when public funds are placed at the disposal of private persons. The require- 
ments of a full and proper accounting impose the hazard of public criticism, not 
only on those who administer a public lending activity, but also on those who 
borrow from the public and those who act as intermediaries seeking to influence 
the lender on behalf of the borrower. The subcommittee believes that no one will 
be injured unfairly by its report. However, it will accord the opportunity for a 
public hearing to those who feel that unfair injury has been given. 

I recommend that part of the report for your serious « ~~ ideration. 
I think you will understand a little better what we had in mind in 
issuing the report. I think many people have misconstrued the whole 
significance of the report. 

“Are there any other questions? 

Mr. Dawson. Senator, I thank you for saying that. I hope that the 
impression that results from that will indicate the same understanding 
to the public. 

Senator Furprienr. If there is nothing further, the committee 
stands adjourned. 

(Whereupon, at 12:20 p. m., the subcommittee adjourned. ) 
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APPENDIX 


‘The following material was ordered printed in the appendix of the 
record. It consists of the resolution authorizing that the study of 
RFC operations be made (Jan. 26, 1950); a report on the resolution; 
the official outline of the study (Feb. 1950); resolutions extending 


the reporting date or otherwise affecting the study; and two bills 
for the reorganization of RFC introduced by the chairman of the sub- 
committee on January 16, 1951, each accompanied by an explanatory 
statement. 

{S. Res. 219, 81st Cong., 2d sess.] 


RESOLUTION 


Resolved, That the Senate Committee on Banking and Currency, or any duly 
authorized subcommittee thereof, is authorized and directed to conduct a full 
and complete inquiry into the operations of the Reconstruction Finance Corpo- 
ration, and its subsidiaries, with special attention given to the recommendations 
of the Commission on Organization of the Executive Branch of the Government 
with respect to such Corporation and its subsidiaries. 

Sec. 2. The committee shall report its findings, together with its recommenda- 
tions for such legislation as it may deem advisable, to the Senate at the earliest 
practicable date but not later than June 1, 1950. 

Sec. 3. For the purposes of this resolution, the committee, or any duly author- 
ized subcommittee thereof, is authorized to employ upon a temporary basis such 
technical, clerical, and other assistants as it deems advisable, and is authorized, 
with the consent of the head of the department or agency concerned, to utilize 
the services, information, facilities, and personnel of any of the departments 
or agencies of the Government. The expenses of the committee under this reso- 
lution, which shall not exceed $50,000, shall be paid from the contingent fund 
of the Senate upon vouchers approved by the chairman of the committee. 


[S. Rept. No. 1243, 81st Cong., 2d sess. ] 


INVESTIGATING THE OPERATIONS OF THE RECONSTRUCTION FINANCE CORPORATION 
AND ITS SUBSIDIARIES 


The Committee on Rules and Administration, to whom was referred the reso- 
lution (S. Res. 219) to investigate the operations of the Reconstruction Finance 
Corporation and its subsidiaries, having considered the same, report favorably 
thereon without amendment, and recommend that it be agreed to by the Senate. 

The Commission on Organization of the Executive Branch of the Government 
(the Hoover Commission) recommended to the Congress that it review the power 
of the Reconstruction Finance Corporation to make direct loans and that, in 
nonemergency periods, the Congress place restrictions on direct loans or, alter- 
nately, provide for the guaranty of loans made by private or other established 
agencies. The Commission also recommended that the Federal National Mort- 
gage Association, a subsidiary of the Reconstruction Finance Corporation, be 
placed under the Housing and Home Finance Agency. 

The Committee on Rules and Administration is of the opinion that the Com- 
mittee on Banking and Currency, or a duly authorized subcommittee thereof, 
should inquire into these recommendations and should examine other recent pro- 
posals which have been made for the expansion of the lending activities of the 
Reconstruction Finance Corporation and the Federal National Mortgage Asso- 
ciation. 
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Reconstruction Finance Corporation authorizations, providing for loans of 
public money for private purposes, have aroused widespread interest. The Com- 
mittee on Rules and Administration is of the opinion that the purposes and 
details of such loans should be investigated and that the results of such a study 
made public. 

A proposed budget submitted by the Committee on Banking and Currency, and 
approved by the Committee on Rules and Administration, is as follows: 


Estimated budget for Subcommittee of Banking and Currency on RFC matters for 
inquiry under S. Res. 219 to June 1, 1950 


Annual 
; t 
Salaries iti ecathieaietiedeenilatille naiipleni Monthly 
gross 
Basic Gross 


1 counsel ae $s, $10, 846. 00 | 
2 assistant counsels, each. 6, 10, 346. 83 | 


INVESTIGATING DIVISIONS 


1 chief investigator 8, 10, 846.00 | 83 
5 investigators, each ---- i, 10, 346. 83 S62. 24 


4, 849.61 | 404.14 
3, 459. 17 2388. 26 


Expenditures exclusive of salaries 1 month 4 months 





FIELD INVESTIGATIONS 


Travel and related expenses (for committee members and staff) $650. 00 | $2, 600. 00 
Office expenses, phone, telegraph, supplies, postage, etc ; . s 100. 00 400. 00 
Clippings, mimeographing, multigraphing, ete ieaeeces ; 100. 00 400. 00 
Recording proceedings in field and in Washington....-......- 1, 500. 00 6, 000. 00 
Total expenditures, exclusive of salaries : 2, 350. 00 9, 400. 00 

Add salaries total per month and for 4 months 9, 804. 66 39, 218. 64 
12, 154. 66 48, 618. 64 

50, 000. 00 





OFFICIAL OUTLINE OF THE STUDY 


Reconstruction Finance Corporation was rechartered by the Congress in an 
act which became effective on May 25, 1948. An exhaustive study of the purposes 
and performances of the Corporation had been made by the Committee on Bank- 
ing and Currency during the first quarter of 1948 and the new charter was the 
end result of this study. The report which accompanied the charter on its first 
presentation to the Senate of the United States contained a complete and thor- 
ough though general statement of the congressional intent reflected in its pro- 
visions. It contained also the suggestion that the Congress assure itself periodi- 
cally, through inquiries like the one now undertaken, that the activities of the 
Corporation “are accomplishing their purpose and are not exceeding the intended 
bounds.” 

This memorandum is a statement of the scope and objectives of the study now 
undertaken. In order to establish the project on a sound foundation and in 
order to preserve the continuity of the committee interest in RFC, the memo- 
randum begins with a summary of the policy expressions formulated by the 
1948 committee. A more complete discussion of this background material appears 
in Senate Report No. 974, Eightieth Congress, second session. The report is dated 
March 10, 1948. 

Except for preservation of the subsidiary, Federal National Mortgage Asso- 
ciation, the basie policy expressions written by the committee were left unaltered 
by the changes necessary to get the charter enacted. And except for substantial 
expansion in the secondary home-mortgage market activities of FNMA, these 
expressions were left unaltered by amendments which have been enacted since 
the charter became law. 
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REASONS FOR RFC’S CONTINUED EXISTENCE 


Two reasons were given by the committee for the continued existence of RFC. 
By far the more important, according to the committee, was the desire that the 
Corporation be kept in readiness to go into action during times of national emer- 
gency. This reason has been inoperative in the year and one-half which has 
elapsed. The activities of RFC during this period have therefore been those 
contemplated by the second reason, namely that “there are some limited func- 
tions which such an agency can usefully perform during periods which cannot 
be characterized as times of economic depression or national emergency.” 

In concluding that this second reason existed, the committee said “If RFC’s 
lending powers were taken away, it is readily apparent that its organization 
would stagnate. As a result of its ability to cope with emergencies would be 
considerably impaired. The committee, therefore, believes it advisable to con- 
tinue those lending powers, especially since they can be exercised usefully even 
in normal times, in order that a functioning organization will be preserved.” 


CURTAILMENT IN LENDING ACTIVITIES 


The committee reported its belief that lending by RFC should be curtailed 
during periods such as the one which existed when its report was issued in 
March 1948. The committee’s statement on this subject reads as follows: 
“During times such as the present, characterized by an abundance of funds in 
the lending institutions of the country, high national employment, high national 
income, demand for goods in excess of supply, the committee believes that 
lending by RFC should be curtailed.” 


FIELDS IN WHICH RFC MAY MAKE LOANS 


The committee report contains a description of four major classes of loans 
which RFC can make by exercising its lending power usefully in normal times 
The report indicates also that the exercise of these powers may take the form 
of loan guaranty (deferred participation) as well as the form of direct lending. 

The first field of lending mentioned by the committee is the financing of 
business enterprises where gaps exist in the private credit structure. With 
reference to this activity the committee expressed its belief “that the public 
interest will be served by the presence of a Government lending agency to which 
applicant who has been declined credit among private sources of credit may 
go for a reconsideration of his proposal.” 

The second field of lending in normal times is the financing of public projects 
such as the San Francisco Bay Bridge and the Pennsylvania Turnpike. “An 
agency such as RFC can perform a useful public purpose by providing the initial 
funds for such projects, large and small.” 

The third specific field of lending mentioned by the committee is lending to 
relieve public hardships attendant upon such disasters as the explosion and fire 
which occurred in Texas City, Tex., and the great fire which occurred in Bar 
Harbor, Maine. 

The committee implied that there was a fourth field when it stated “this dis 
cussion of the types of loans which RFC can usefully make in times which cannot 
be deemed ‘emergency,’ is not intended to be all-inclusive.” 


CONTROL OF RFC ACTIVITIES 


In general it was concluded by the committee that RFC could perform its 
intended functions, both in normal times and in emergencies, only if it were 
equipped with adequate powers unhampered by arbitrary qualifications and con- 
ditions. The committee felt also that RFC should be allowed to exercise its 
discretion free from interference by other governmental agencies and depart 
ments and, for that matter, free from all influence whether from officials in 
the Government or from Members of Congress. In substance it was the com 
mittee’s view that “The business decisions of RFC should be the independent 
judgments of its Board of Directors.” 

Nevertheless, the committee's report enumerated and described certain controls 
which it was believed would have the effect of curtailing the Corporation's 
activities in times such as those which then existed. 

The first contro! mentioned was the limitation imposed by statute upon the 
amount of loans which RFC might have outstanding at any one time. 
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The second control was to be accomplished through examination of the Corpo- 
ration’s activities by Congress. This second control would be made effective in 
two ways, the one being the periodic accounting reports required from the man- 
agement of RFC and the other being the periodic inquiries made by congressional 
bodies such as this one. 

The third control mentioned was an economic one. The committee felt that 
the volume of lending by RFC would be curtailed as the demand for loans had 
declined sharply during the preceding 2 years. 

The fourth control described by the committee was expected to result from 
compliance with what it believed to be the basic principles which should govern 
the operations of a Government lending agency such as RFC. Three principles 
were enumerated : 

“First. Such activities should not be carried on in competition with private 
sources of credit.” It was the committee’s view that the language of the law, 
if adhered to, would be a sufficient proscription insofar as this principle is 
concerned. 

“Second. In deciding whether to grant a loan, the primary consideration should 
be the interest of the general public rather than the interest of the individual 
borrower.” * * * “REC should not engage in lending of a purely private 
character where the benefit to the general public is remote.” And further as to 
this point, “in the last analysis the determination of whether or not a particular 
loan will serve the public interest must be left to the discretion of the Directors 
of the Corporation.” 

“Third. Under normal conditions as the activities should be conducted so as to 
make them self-sustaining insofar as it is possible.” 

With reference to the application of these three principles the committee said 
this: “If an application for financial assistance is deficient in any of these 
respects, it should be declined despite the fact that it may eminently qualify 
under the remaining two principles.” 

The committee specifically avoided recommending a direct control on RFC for 
the purpose of making its operations subject to the policy of the fiscal agencies of 
the Government such as the Treasury Department or the Federal Reserve System. 
It is interesting to observe that the Hoover Commission at a later date recom- 
mended that there be a National Monetary and Credit Council which would exist 
primarily to give such advice as might be necessary to integrate the activities of 
the various financial agencies, RFC included. Such a Council was recommended 
also in January 1950 in a report of the Subcommittee on Monetary Credit and 
Fiscal Policies of the Joint Committee on the Economic Report. 


SCOPE OF THE PRESENT STUDY 


The present study will concern itself with the following fields of inquiry. 

A. Has the experience in the past year and one-half given any indications 
which might be considered conclusive with respect to the committee’s second 
reason for continuing RFC? Have the activities of RFC during this year and 
one-half been purposeful and have they prevented any tendency for the organiza- 
tion to stagnate? Has a functioning organization been preserved? Could any 
steps be taken now, by law or otherwise, to improve the prospect that RFC 
will be able to cope successfully with future emergency circumstances? Could 
the scope of lending be curtailed further without sacrifice in the long-term 
objective? 

B. Have economic conditions which existed at March 10, 1948, continued to 
exist or have they changed in such a way as normally to require (1) more exten- 
sive curtailment in RFC lending or (2) a more liberal lending policy? Have 
the activities of RFC been as responsive to general economie conditions as the 
committee supposed that they would be? Have they been responsive in the way 
in which the committee hoped that they would be? 

C. Have the business decisions of RFC in the past year and one-half been 
the independent judgments of its Board of Directors? Is there any evidence 
that the Board of Directors has been influenced in the making of loans by other 
agencies of the executive branch or by committees or individual Members of Con- 
gress? This inquiry should be sufficiently broad so as to disclose the policy of 
RFC with respect to private intermediaries as well as intermediaries who might 
be officials of the Government. 

D. Have the activities of RFC been responsive to the principles laid down 
in the report of the committee or have they been guided by legalistic charter inter 
pretations which might do violence to the intent of the report? 
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E. Has the RFC management made an accounting which would indicate that 
the activities of the Corporation were guided by the policies laid down by the 
committee? The word “accounting” is used nontechnically, in the dictionary 
sense. 

F. Has RFC lending in general, and have the individual loans, conformed 
to the three principles laid down by the committee? These principles require 
that the lending activity be: 

1. Noncompetitive. 

2. Fraught with public interest. 

3. Self-sustaining. 

With reference to the last of the three the inquiry should concern itself with 
the effect of RFC interest-free capital and with the adequacy of the account- 
ing for its use. 

G. In general what has been the volume of RFC lending activities in each 
of the four fields mentioned by the committee? 

1. Lending to business enterprises to make good the gaps in the private credit 
structure. 

2. Lending to finance public projects. 

3. Catastrophe lending. 

4. Other lending not specifically described by the committee. 

H. Although the year and one-half which has elapsed since RFC was re 
chartered has not been a time of national emergency the powers and authories of 
RFC may have been used in the manner in which the committee thought they 
might be used to meet emergency circumstances. The study should disclose any 
instance in which this has been done and a full inquiry should be made into the 
reasons and into the methods employed. 

I. The study should include an inquiry into the possibility that the operations 
of RFC during the last year and one-half may have been in general conflict with 
the over-all financial policy of the Government. 


[S. J. Res. 183, 81st Cong., 2d sess. ] 


} 


JOINT RESOLUTION To suspend the application of certain Federal laws with respect to 
attorneys and assistants employed by the Subcommittee on Reconstruction Finance Cor- 
poration of the Banking and Currency Committee of the Senate in connection with the 
study ordered by S. Res. 219, Eighty-first Congress, second session 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That service or employment of any person as an 
attorney, or assistant, on a temporary basis to assist the Subcommittee on Recon- 
struction Finance Corporation of the Banking and Currency Committee of the 
Senate in the study ordered by S. Res. 219, agreed to on February 8, 1950, shall 
not be considered as service or employment bringing such person within the pro- 
visions of sections 281, 283, or 284 of title 18 of the United States Code, or of 
any other Federal law imposing restrictions, requirements, or penalties in rela- 
tion to the employment of persons, the performance of services, or the payment 
or receipt of compensation in connection with any claim, proceeding, or matter 
involving the United States. 

Passed the Senate May 19 (legislative day, March 29), 1950. 

Attest: 

LESLIE L. Brrrre, Secretary. 


[S. Res. 279, 8ist Cong., 2d sess.] 
RESOLUTION 
Resolved, That the authority of the Committee on Banking and Currency, or 
any duly authorized subcommittee thereof, under S. Res. 219, Eighty-first Con- 
gress. agreed to on February 8, 1950 (providing for a study of the operations of 


the Reconstruction Finance Corporation and its subsidiaries), is hereby con- 
tinued until July 15, 1950. 


[S. Res. 307, 8ist Cong., 2d sess.] 
RESOLUTION 


Resolved, That the authority of the Committee on Banking and Currency, or 
any duly authorized subcommittee thereof, under S. Res. 219, Eighty-first Con- 
gress, agreed to on February 8, 1950 (providing for a study of the operations of 
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the Reconstruction Finance Corporation and its subsidiaries), as continued by 
S. Res. 279, Eighty-first Congress, agreed to on May 19, 1950, is hereby continued 
until January 31, 1951, and the limit of expenditures under such resolution is 
hereby increased by $35,000. 


[S. Res. 17, 82d Cong., 1st sess.] 
RESOLUTION 


Resolved, That the authority of the Committee on Banking and Currency, or 
any duly authorized subcommittee thereof, under S. Res. 219, Eighty-first Con- 
gress, agreed to on February 8, 1950 (providing for a study of the operations 
of the Reconstruction Finance Corporation and its subsidiaries), as continued 
by S. Res. 279, Highty-first Congress, agreed to on May 19, 1950, and S. Res. 
307, Eighty-first Congress, agreed to on July 13, 1950, is hereby continued through 
April 30, 1951, and the limit of expenditures under such resolution is hereby 
increased by $20,000. 


GOVERNOR OF RFC 
(Statement by Senator Fulbright, January 16, 1951) 


This bill proposes a fundamental reorganization of the RFC. It proposes 
that the management of the Corporation shall be vested in a single Governor, 
who shall take the place of the present five-man Board of Directors. It also 
proposes that the Board of Directors shall cease to exist 60 days after the date 
of its enactment. 

The purpose of this change is to strengthen the management of Reconstruc- 
tion Finance Corporation, and in this way to enhance its true usefulness during 
the difficult periods which lie ahead of the Nation. 

During much of its existence RFC operated successfully under the supervision 
of a Federal Loan Administrator, whose authority transcended that of the RFC 
directors and who functioned, in practical effect, as the General Manager 
of RFC. In 1947, for the first time’ since 1939, the Board of Directors became 
the governing body in RFC. 

The position of Governor of the RFC would be a position of considerable re- 
sponsibility. It should attract the interest of a man of adequate stature and 
background. Such a man would not be attracted by the prospect of serving as 
one of five directors with the strong possibility that his four colleagues would 
be of inferior stature and background. I am convinced that the organization 
structure proposed in this bill will make it possible for the Government to take 
into its employ for this position a leader who would not otherwise be willing to 
devote his efforts to the publie service. 

A single administrator has proven successful in such lending agencies as the 
Farm Credit Administration and the Rural Electrification Administration. 

The Hoover Commission, in its report on regulatory commissions, referred 
to this general problem when it said, quoting from page 5: 

“Administration by a plural executive is generally regarded as inefficient.” 

The history of the surplus-property agencies affords an interesting analogy. 
In the words of the Senate Committee on Expenditures in the Executive Depart- 
ments, Eightieth Congress, “In actual operation, the three-man Surplus Prop- 
erty Board failed to accomplish its primary objective. * * * The unwieldy 
three-man Surplus Property Board was therefore abolished and replaced by a 
single Surplus Property Administrator.” 

For the past 2 years, the Board of Directors has been an entirely unsatisfactory 
vehicle of management for the important responsibilities with which RFC has 
been entrusted. 

The study which has recently been made by the Subcommittee on RFC has 
shown that in a five-man board, it is possible for the individual members to avoid 
their responsibilities by “passing the buck” from one to the other, or to subordi- 
nate employees of the Corporation. We have found instances in which indi- 
vidual members of the Board have brought about the approval of loans by 
interference in the work of subordinate employees and in disregard of established 
operating policies of the Corporation. In these cases the applications would 
otherwise have been rejected. We have found instances in which important 
loans were made upon the affirmative vote of a minority of the Board members. 
We have found a large number of instances in which the Board of Directors has 
approved the making of loans, over the adverse advice of the Corporation’s most 
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experienced examiners and reviewing officials, notwithstanding the absence of 
compelling reasons for doing so and the presence of convincing reasons for not 
doing so. 

Under the organization form proposed in this bill the side-stepping of respon- 
sibility would no longer be possible. If the management of RFC were vested 
in one man there would be no way in which he could escape the responsibility 
for the Corporation’s acts. This change should greatly strengthen the control 
which the Congress will exercise on behalf of the people of the Nation over the 
lending of public money to private individuals and business concerns. 

With the enormous growth which has taken place in the Federal establish- 
ment since the beginning of the Second World War, there has been a consider- 
able increase in the number of people who must be appointed by the President 
to important positions in the Government. The number of appointments which 
must be reviewed for confirmation by the Senate has also increased. Necessarily, 
the relative importance of each appointment and the relative degree of high- 
level attention which can be given to the selection of officials has decreased 
accordingly. In recent years the appointment of the directors of RFC has come 
to be treated as a matter of little moment. 

I am convinced that the change proposed by this bill will enhance the prestige 
of the RFC management sufficiently so that the President will give his personal 
attention to the selection of the Corporation’s governor. I am convinced also 
that the qualifications of a nominee for this position will be examined with con- 
siderably more care in the Senate than would the nominations of five men 
appointed to a board. This alone would justify the change proposed in this 
bill under the circumstances in which the Federal Government finds itself today. 


[S. 514, 82d Cong., 1st sess.] 


A BILL To amend the Reconstruction Finance Corporation Act, as amended, to provide 
for the elimination of the Board of Directors, and to vest the management of the 
Corporation in a governor 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) Section 2 of the Reconstruction 
Finance Corporation Act, as amended, is amended to read as follows: 

“Sec. 2. The management of the Corporation shall be vested in a governor 
appointed by the President of the United States by and with the advise and 
consent of the Senate. The governor shall be appointed for a term of three 
years, but he may continue in office until his successor is appointed and qualified. 
The governor shall be eligible for reappointment. Whenever a vacancy shall 
occur in the office of governor, other than by expiration of term, the person 
appointed to fill such vacancy shall hold office for the unexpired portion of 
the term. The governor shall not engage in any other business, vocation, or 
employment than that of serving as governor and shall receive a salary at the 
rate of $17,500 per annum. The governor is authorized to appoint two deputy 
governors to assist in the execution of the functions vested in the Corporation. 
Deputy governors shall be paid at the rate of $15,000 per annum.” 

(b) The word “governor” shall be substituted for the word “director”, “diree- 
tors”, and “Board of Directors” wherever such word or words appear in the 
Reconstruction Finance Corporation Act, as amended. 

Sec. 2. This Act shall take effect sixty days after the date of its enactment, 
and the offices, powers, and duties of the Board of Directors of the Reconstruc- 
tion Finance Corporation shall thereupon terminate. 


REVISION OF THE RFC Act 
(Statement by Senator Fulbright, January 16, 1951) 


This bill proposes a number of changes designed to strengthen the RFC Act 
by clarifying the Corporation’s responsibilities, and by improving its accounting 
methods and its financial structure. The bill has the further aim of strength- 
ening the control which the people of the United States exercise through the 
Congress over the lending of public moneys to private individuals and business 
concerns The principal change proposed by this bill is the substitution of a 
single Governor for the present Board of Directors of the Corporation and the 
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elimination of that Board. This is the same change proposed in the separate 
bill which I have introduced today. I will not repeat my discussion of the 
reasons why this change is proposed. 

The present bill seeks to strengthen the control over the activities of RFC 
by clarifying the responsibilities of the Corporation in three important respects. 
It eliminates those provisions of the present act under which the Corporation 
is enabled to share its responsibility for certain specific loans with other agencies 
of the Government; it reclassifies one important limitation imposed by the 
present act so as to clearly require that it be observed as a condition precedent 
to lending, and it imposes one new requirement as a condition precedent to the 
exercise of the lending power. 

Under the present RFC Act the approval of the Interstate Commerce Com- 
mission and the approval of the Civil Aeronautics Board are required before 
the RFC can finally approve the making of loans to railroads and air carriers. 
The Civil Aeronautics Board is required by its organic legislation to accept 
the responsibility of granting such approvals. These circumstances impose on 
the Board the occasional necessity that it make decisions which cannot possibly 
be objective decisions. If the Board has approved an RFC loan to a specific 
carrier, it can scarcely avoid the granting of a sufficient subsidy to assure that 
the loan can be repaid. 

This bill eliminates the requirement for ICC or CAB approval of RFC loans, 
and in this way it imposes on the Governor of RFC, without qualification, the full 
responsibility for any and all loans made by the Corporation. 

The bill also eliminates the requirement that the Secretary of the Treasury 
make certain certifications in connection with RFC loans to insurance companies. 

In order to provide that the Corporation will not be deprived of useful or neces- 
sary information by these changes, the bill contains a new subsection under which 
RFC is granted access to reports, records, and other information which may be 
in the possession of certain agencies of the Government, and which may relate 
to the condition of existing borrowers or applicants for RFC loans. 

In order to clarify the responsibility which the Corporation must accept when 
it makes a loan, the bill proposes a restatement of the grant of lending authority. 
It proposes that the Corporation be empowered to lend public money only where 
it has first been determined by the Corporation that financial assistance is not 
otherwise available on reasonable terms and that a substantial public interest 
would be served. 

The requirement that financial assistance be not otherwise available is stated 
as a limitation on the lending authority in the present act. By its inclusion in 
the language which grants the authority this bill seeks to emphasize and thus 
to enhance the significance of the limitation by clearly making it a condition 
precedent to the exercise of the authority. The limitation has been accorded 
inadequate recognition in the operations of the Corporation in recent periods. 

The present RFC Act does not require the Corporation to determine that a sub- 
stantial public interest would be served by the making of any individual loan. 
During the hearings which were held by the subcommittee on RFC in 1950, it 
became apparent that no great efforts were being made by the Corporation or by 
its Board of Directors to ascertain that a genuine public interest was served by 
the loans which were made. Many important loans have been made, in my 
opinion, in complete disregard of the public interest. 

The $15 million loan to Texmass Petroleum Co, was found by the subcommittee 
to be in disregard of the public interest. The loan to the Mapes Hotel in Reno, 
repayable in large measure from the earnings of a gambling casino, was made 
in clear disregard of the public interest. The loan to Waltham Watch Co., under 
certain circumstances, might have been a loan which furthered the public interest, 
but under the conditions which were established in the loan agreement it could 
not even assist the borrower, let alone the public. The conditions under which 
the loan to Waltham Watch Co. were made virtually assured the company that 
it would fail. 

The RFC has under consideration at the present time a $12 million loan appli- 
cation which seeks to finance the construction of a privately owned subterranean 
garage under the Boston Common. There has been considerable controversy 
about the publie interest in this project, and there has even been controversy 
about its economic feasibility. Most recently the main argument in favor of the 
loan has been that a garage under the Boston Common would provide an excellent 
shelter in the event of atomic bombing. The counterargument has been that such 
a garage would never have less than 40,000 gallons of gasoline in its storage 
tanks or in the tanks of the parked automobiles, a circumstance which might 
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interfere seriously with the use of the garage as a shelter in a bombing raid. 
Certainly the public interest in this loan has not yet been established. 

It is for these reasons that the bill proposes to require a specific determination 
by the Corporation that each loan made will serve a substantial public interest. 
Separately the bill requires that the basis for such a determination be reduced 
to writing so that the records of the Corporation will contain a clear exposition 
of the reasoning which prompted the making of the loan. Such a record is neces- 
sary if the committees of the Congress are to have a satisfactory accounting from 
the RFC in hearings held weeks after the loans are made. It should prove useful 
also in the annual audits made for the Congress by the Comptroller General of 
the United States. 

In order to clarify the responsibility of the Corporation’s Governor the bill 
proposes to require that the Governor shall approve all loans in excess of 
$100,000. It proposes to require further that in those instances in which the 
Governor either grants a loan or denies it, against the recommendation of the 
Corporation’s Review Board, he must record in writing his reasons for doing so. 

The Subcommittee on RFC has been amazed to learn that many of the loans 
made by the RFC in the past 2 years have been made by the Board over the 
strong objection of its advisers and without the creation of any record of the 
reasons why the advisers were overruled. The testimony given by Board mem- 
bers in later justification of such acts has been unconvincing in every important 
instance. The requirement now proposed should bring about a considerable 
improvement at the highest level in accounting for the business decisions of RFC. 

The performance of the present Review Committee associated with the RFC 
office in Washington has been most encouraging to me and to the other members 
of the Subcommittee on RFC. This Review Committee is composed of five of the 
most seasoned loan examiners of the RFC. They have shown integrity and inde- 
pendence to an exceedingly high degree, and they have shown it consistently 
under circumstances which must to them have been most discouraging. 

The members of the Subcommittee on RIC have seen fit to commend these 
men in public hearings on a number of occasions for the courage with which they 
have performed their duties. So that the Members of Congress may know who 
they are, I would like to read into the record the names of the five senior exam 
iners who have made up the RFC Review Committee during the past 2 years. 
They are: George P. Luce, Chairman; Joseph C, Kitt, Vice Chairman; Frank T. 
Ronan; Thomas E. Parks; R. Goodwyn Rhett, Jr. 

The Review Committee was created by the RFC many years ago. In recog- 
nition of its value, and to make certain that its independence shall not be impaired 
by the events of any future period, the bill proposes that the continued existence 
of the Review Committee be required by statute. 

Another provision which will clarify the scope of the Corporation’s lending 
authority is one which refers to the maximum maturity for the repayment of 
RFC loans. Under the existing law the Corporation may make business loans 
for a period of 10 years and no longer. The clear intent of this provision was 
that the Government wished not to place the resources of the public at the 
disposal of private individuals or private enterprises for more than 10 years in 
any one instance. But the law has not been interpreted in this way. 

The $15 million loan to Texmass Petroleum Co. was earmarked to the extent 
of about 81 percent for the repayment of existing debt. It was a bail-out, and, 
except for the fact that it eased the debt-repayment terms which then existed, 
it added little to the borrower's repayment ability. In the opinion of expert 
geologists, the circumstances in which the borrower found himself were such as 
to preclude repayment of the loan in the 10-year period provided by the resolution 
of RFC Board of Directors. 

Counsel for RFC advised the Senate subcommittee that under the law it was 
not necessary for the Corporation to determine how the loan would be repaid. 
Repayment by liquidation of the borrower's enterprise at the end of the 10-year 
period, in the opinion of the counsel, would meet the requirements of the pres- 
ent RFC Act. The requirements would be met also if the repayment were made 
from the proceeds of a new loan negotiated at the end of 10 years even if the 
new loan should be an RFC loan. 

This bill proposes that loans shall not be made unless there is reasonable cause 
to believe that they can be paid with interest within 10 years, either from the 
borrower's earnings or through other means, excluding liquidation, contemplated 
at the time the RFC loan was approved. This provision imposes no hardship. 
It would merely require that the plans of financing in which the Corporation 
engages be complete and orderly plans, and not haphazard plans based on the 
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hope that unforeseen circumstances will ward off future problems. This should 
strengthen congressional control over RFC. 

Another provision of this bill which will strengthen the control over RFC is 
the provision that there be a public docket of loan applications. This docket 
will be available for public inspection during the Corporation’s regular business 
hours, both in Washington and in other cities in which the Corporation maintains 
offices. Without delay, upon receipt of applications, the Corporation would be 
required to post in this docket— 

1, The name of the applicant, and, in the case of corporations, the names 
of officers and directors ; 

2. The amount and duration of the loan applied for ; 

3. The purpose for which the money is to be used; 

4. A description of the security offered ; and 

5. The names of all persons who shall represent the applicant or who 
shall intercede for him, or to attempt to influence the RFC in any manner in 
the exercise of its judgment in connection with the application. 

In 1949 RFC lent $44 million to Kaiser-Frazer Corp. after protracted secret 
negotiations. After the loan had been made, there was considerable controversy 
about it, and the publie interest which it served was seriously questioned. It 
would have been helpful to the RFC Directors if the arguments pro and con had 
been at its disposal when the loan was under consideration. Early in December 
1950 an additional $25 million loan was made to Kaiser-Frazer Corp. ~The nego 
tiations for this additional loan were also conducted in secret until the point.yad 
been reached at which public discussion could add little value to the negotiations. 
This loan was crammed through the RFC in the final days of negotiation with 
great confusion and little objective argument. One of the principal argument 
for the new $25,000,000 investment was the contention that it improved the qualit, 
of the existing $44,000,000 investment. This is a process which could go on 
indefinitely. 

The provision regarding the publication of names of intermediaries is aimed 
at discouraging the growth of undue influence in the hands of favored parties. 
The application of this provision should greatly strengthen the hand of the Gov- 
ernor of RFC and make it possible for him to maintain the Corporation’s integ- 
rity and independence. 

The bill contains a new section which will prohibit the employment of RFC 
people by borrowers within 2 years after the borrowers have obtained financial 
assistance from the RFC, There have been a number of instances recently in 
which RFC officials have accepted employment under very attractive terms 
with borrowers who might not have been able to obtain their loans had it not 
been for the efforts of these people. 

Mr. John Hagerty took a $30,000-a-year job as agent for the trustees of 
Waltham Watch Co. less than a week after the final negotiation of the condi- 
tions on which the RFC loan to Waltham was made. Mr. Allen Freeze recently 
took a $25,000-a-year job as vice president of Texmass Petroleum Co. This 
was done as soon as possible after completion of the negotiations of the RF‘ 
loan to Texmass. In Mr. Freeze’s case employment was delayed consideraby 
by the reluctance of the Directors to give it their approval. Although Freez 
was employed in the office of the RFC comptroller and, therefore, had no official 
connection in the lending activity, he was nevertheless very active in connec 
tion with the loan application and particularly with the preparation of material 
offered by RFC in justification of its decision to make the loan. 

A bill to enact the prohibitions proposed in this bill was submitted to the 
Senate as S. 1871 on July 11, 1949. _It was adopted by the Senate but failed 
to receive the approval of the House of Representatives. 

This bill proposes a substantial revision in the financial structure of RFC 
At the present time RFC has a capital fund of $100,000,000 provided by the Treas 
ury, and it has the authority to borrow whatever other moneys are required. It 
has always had borrowing authority. In response to a recommendation made 
repeatedly by the Comptroller General of the United States, and in respons« 
to the same recommendation made by the Hoover Commission task force on Fed 
eral lending, this bill proposes to eliminate the capital fund and to terminate 
the borrowing authority. The Corporation would be financed instead by a re 
volving fund placed at its disposal by appropriations. This fund would be held 
by the Treasury and moneys would be advanced to the Corporation from it as 
requested. 

Under this bill the Corporation would repay its present capital and borrow 
ings as soon as the revolving fund would become available. In recognition of 
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the costs incurred by the Treasury in making the funds available, the Corpora- 
tion would make annual payments determined by applying an interest rate to 
the average monthly balance invested in the Corporation. 

The bill does not refer to these payments as interest payments but rather 
it considers them to be payments made in recognition of the Government’s 
costs. Under this provision the operations of RFC would receive a full charge 
for all costs incurred by the Government in borrowing the money for RFC’s 
use, 

In response to another recommendation by the Comptroller General of the 
United States the bill contains a provision which would require RFC to pay the 
costs incurred by the Government in providing civil-service retirement funds 
benefits for RFC employees. There is no such requirement in the present law. 

Discretion over interest rates on RFC Joans is vested in the Governor by 
the provisions of this bill. It has been vested in the Board of Directors. To 
assist the Governor in determining the rates of interest which should be charged 
on RFC loans, there has been included in this bill a provision which lays down 
the general policy, that interest rates on RFC loans should be sufficient to pro- 
vide revenue which will cover the cost of money, the expenses of administration, 
and a risk factor which over all will provide for losses that may materialize on 
loans. 

The Banking and Currency Committee on previous occasions has considered 
inelud’ in the RFC Act a policy statement which like this one would indicate 
t'.at the Corporation should operate on a self-sustaining basis. Its operations 
have not been self-sustaining in recent periods. 

Certain loans and mortgages now held by RFC would be transferred to other 
agencies of the Government under the provision of section 10 of this bill. A loan 
of $60,000,000 to the Republic of the Philippines would be transferred to the 
Export-Import Bank of Washington because the Export-Import Bank has ex- 
cellent facilities for servicing this loan and because the loan is a freak in the 
portfolio at RFC. The remainder of a loan of $5,000,000 to Steep Rock Iron 
Mines, Ltd., of Ontario, Canada, would also be transferred to the Export- 
Import Bank. This transfer is proposed because the bank already has a loan to 
this corporation and it seems desirable that the RFC loan be combined with it 


so that the entire arrangement may be administered as a unit Che Export- 
Import Bank is better qualified than the RFC for administration of a loan 
to a foreign borrower. 


Under section 10 (b) of the bill, the loan to the Kingdom of Great Britain 
and Northern Ireland would be transferred for collection to the Secretary of the 
Treasury. If this and the other transfers proposed by section 10 were made, the 
portfolio of RFC would contain only domestic loans and no foreign loans. This 
seems desirable since the Corporation now has no authority to make loans to 
other than domestic borrowers. 

The provisions of section 10 (c) would transfer certain mortgages to the 
Housing and Home Finance Agency. These mortgages are similar in every re- 
spect to the mortgages which were transferred to the Housing and Home Finance 
Agency in September 1950, under the provision of a reorganization plan. 
The effect of this provision would be to eliminate a duplication of activity as be- 
tween the RFC and the Housing and Home Finance Agency. 


[S. 515, 82d Cong., 1st sess. ] 
A BILL To amend the Reconstruction Finance Corporation Act 


Be it enacted by the Senate and House of Representaives of the United States 
of America in Congress assembled, That the Reconstruction Finance Corporation 
Act, as amended, is amended to read as follows: 

“Sec. 1. (a) There is hereby created a body corporate with the name ‘Recon- 
struction Finance Corporation’ (herein called the Corporation). It shall be the 
duty of said Corporation to aid in financing industry, agriculture, commerce, 
to encourage small business, to help in maintaining the economic stability of 
the country, to assist in promoting maximum employment and production and, 
when specifically directed, to perform certain duties and functions in connec- 
tion with the national defense and foreign policy programs of the United States. 
The principal office of the Corporation shall be in the District of Columbia, but 
there may be established agencies or branch offices in any city or cities of the 
United States under rules and regulations prescribed by the governor. This Act 
may be cited as the ‘Reconstruction Finance Corporation Act’. 
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“(b) Within six months after the close of each fiscal year, the Corporation 
shall make a report to the Congress of the United States which shall contain 
the financial statements for the fiscal year, including a balance sheet, a state- 
ment of income and expenses for all operations, a statement of income and ex 
penses for major classes of loans, and an analysis of accumulated net income. 
Such statements shall be prepared from the financial records of the Corporation 
which shall be maintained in accordance with generally accepted accounting 
principles applicable to commercial corporaate transactions, including the main 
tenance of adequate cost accounting records so that the development of data 
necessary to report the results of its lending activities by major classes of loans 
can be accomplished. The report shall contain schedules showing, us of the close 
of the Corporation’s fiscal year, direct loans totaling $100,000 or more to any one 
borrower; loans totaling $100,000 or more, to any one borrower in which the 
Corporation has a participation or an agreement to participate; and the invest- 
ments in the securities and obligations of any one borrower which total $100,000 
or more. 

“Sec. 2. The management of the Corporation shall be vested in a governor ap- 
pointed by the President of the United States by and with the advice and con 
sent of the Senate. The governor shall be appointed for a term of three years, 
but he may continue in office until his successor is appointed and qualified. The 
governor shall be eligible for reappointment. Whenever a vacancy shall occur 
in the office of governor, other than by expiration of term, the person appointed 
to fill such vacancy shall hold office for the unexpired portion of the term. The 
governor shall not engage in any other business, vocation, or employment than 
that of serving as governor and shall receive a salary at the rate of $17,500 per 
annum. The governor is authorized to appoint two deputy governors to assist 
in the execution of the functions vested in the Corporation. Deputy governors 
shall be.paid at the rate of $15,000 per annum. 

“Sec. 3. (a) The Corporation shall have succession through June 30, 1956, 
unless it is sooner disolved by an Act of Congress. It shall have power to adopt, 
alter, and use a corporate seal; to make contracts; to lease or purchase such real 
estate as many be necessary for the transaction of its business; to sue and be 
sued, to complain and to defend, in any court of competent jurisdiction, State or 
Kederal; to select, employ, and fix the compensation of such officers, employees, 
attorneys, and agents as shall be necessary for the transaction of the business 
of the Corporation, in accordance with the applicable provisions of the Classifi 
eation Act of 1949 and any other laws applicable to the Corporation; and to pre 
scribe, amend, and repeal, by its governor, bylaws, rules, and regulations govern 
ing the manner in which its general business may be conducted. Except as maj) 
be otherwise provided in this Act or in the Government Corporation Control Act, 
the governor of the Corporation shall determine the necessity for and the 
character and amount of its obligations and expenditures under this Act and 
the manner in which they shall be incurred, allowed, paid, and accounted for, 
without regard to the provisions of any other laws governing the expenditure of 
public funds, and such determination shall be final and conclusive upon all other 
otficers of the Government. The Corporation shall be entitled to and granted 
the same immunities and exemptions from the payment of costs, charges, and fees 
as are granted to the United States pursuant to the provisions of law codified 
in section 2412 of title 28 of the United States Code. The Corporation shall also be 
entitled to the use of the United States mails in the same manner as the executive 
deparments of the Government. Debts due the Corporation, whether heretofore 
or hereafter arising, shall not be entitled to the priority available to the United 
States pursuant to section 3466 of the Revised Statutes (U.S. C., title 31, sec. 
191) except that the Corporation shall be entitled to such priority with respect 
to debts arising from any transaction pursuant to any of the following Acts or 
provisions in effect at any time: Sections 5d (1) and 5d (2) of the Reconstruc- 
tion Finance Corporation Act added by section 5 of the Act entitled ‘An Act to 
authorize the purchase by the Reconstruction Finance Corporation of stock of 
the Federal home-loan banks; to amend the Reconstruction Finance Corporation 
Act, as amended; and for other purposes’, approved June 25, 1940 (54 Stat. 573) : 
sections 4 (f) and 9 of the Act entitled ‘An Act to mobilize the productive facili 
ties of small business in the interests of successful prosecution of the war, and 
for other purposes’, approved June 11, 1942 (56 Stat. 354, 356) : section 2 (e) of 
the Emergency Price Control Act of 1942 (56 Stat. 26); the Surplus Property 
Act of 1944 (58 Stat. 765 and the following) ; sections 11 and 12 of the Veterans’ 
Emergency Housing Act of 1946 (60 Stat. 214, 215): and section 403 of the 
Sixth Supplemental National Defense Appropriation Act (56 Stat. 245). 
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“(b) Notwithstanding any other provision of law, the right to recover com- 
pensation granted by the Act approved September 7, 1916, as amended (5 U. 58. €., 
sec. 751), shall be in lieu of, and shall be construed to abrogate, any and all other 
rights and remedies which any person, except for this provision, might, on 
account of injury or death of an employee, assert against the Corporation or any 
of its subsidiaries. 

“Sec. 4. (a2) Where it has been determined by the Corporation that financial 
assistance is not otherwise available on reasonable terms and that a substantia! 
public interest would be served, the Corporation within the limitations herein- 
after provided is authorized, either directly or in cooperation with banks or other 
lending institutions through agreements to participate or by the purchase of 
participations, or otherwise— 

“(1) to purchase the obligations of and to make loans to any business 
enterprise organized or operating under the laws of any State or the United 
States ; 

“(2) to make loans to any financial institution organized under the laws 
of any State or of the United States and to subscribe for or make loans upon 
nonassessable preferred stock in any insurance company organized under the 
laws of any State or of the United States. In any case in which, under the 
laws of the State in which it is located, any such insurance company is not 
permitted to issue nonassessable preferred stock, or if such laws permit such 
issue of preferred stock only by unanimous consent of stockholders, the 
Corporation is authorized to purchase the legally issued capital notes or 
debentures of such insurance company ; 

“(3) in order to aid in financing projects authorized under Federal, State 
or municipal law, to purchase the securities and obligations of, or make loans 
to (A) States, municipalities, and political subdivisions of States, (B) pub 
lic agencies and instrumentalities of one or more States, municipalities, and 
political subdivisions of States, and (C) public corporatons, boards, and com 
missions: Provided, That no such purchase or loan shall be made for pay- 
ment of ordinary governmental or nonproject operating expenses as distin 
guished from purchases and loans to aid in financing specific public projects ; 
and 

*(4) to make such loans as it may determine to be necessary or appro 
priate because of floods or other catastrophes: Provided, That the provisions 
of section 4 (a) as to availability of credit shall not apply to such loans. 

“(b) The powers granted in section 4 (a) of this Act shall be subject to the 
following restrictions and limitations: 

“(1) All securities and obligations purchased and all loans made under 
paragraphs (1), (2), and (3) of subsection (a) of this section shall be of such 
sound value or so secured as reasonably to assure retirement or repayment 

“(2) No loan, including renewals or extensions thereof, may be made under 
sections 4 (a) (1), (2), and (4) for a period or periods exceeding ten vears 
and no securities or obligations maturing more than ten years from date of 
purchase by the Corporation may be purchased thereunder: Provided. That 
the foregoing restriction on maturities shall not apply to securities or obli 
gations received by the Corporation as a claimant in bankruptcy or equitable 
reorganization or as a creditor in proceedings under section 20B of the Inter 
state Commerce Act, as amended: Provided further, That any loan made 
or securities and obligations purchased prior to July 1, 1947, may in aid 
of orderly liquidation thereof or the interest of national security, be re- 
newed or the maturity extended for such period not in excess of ten years and 
upon such terms as the Corporation may determine: And provided further. 
That any loan made under section 4 (a) (1) for the purpose of constructing 
industrial facilities may have a maturity of ten years plus such additional 
period as is estimated may be required to complete such construction. The 
Corporation may, in carrying out the provisions of subsection 4 (a) (3). 
purchase securities and obligations, or make loans, including renewals 
extensions thereof, with maturity dates not in excess of forty 
the Corporation may determine. 

“(3) In agreements to participate in loans, wherein the Corporation’s dis 
bursements are deferred, such participations by the Corporation shall be 
limited to 70 per centum of the balance of the loan outstanding at the time 
of the disbursement, in those cases where the total amount borrowed is 
$100,000 or less, and shall be limited to 60 per centum of the balance out 
Standing at the time of disbursement, in those cases where the total amount 
borrowed is over $109,000. 


or 
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“(4) The total amount of investments, loans, purchases, and commitments, “O 
made pursuant to authority granted by subsections (a) (4), (a) (3), and any | 
(a) (2) of section 4, which the Corporation may have outstanding at any the d 
one time, shall not exceed (1) under subsection (a) (4) $40,000,000, (2) for teres! 
construction purposes under subsection (a) (3) $200,000,000, and (3) for or in 
financial assistance to insurance companies under subsection (a) (2) “1 
$15,000,000. at th 

“(5) No loan or other financial assistance shall be extended under au- shall 
thority contained in 4 (a) (1) unless there is reasonable cause to believe secur 
that the total amount of funds supplied including interest thereon can be such 
repaid within ten years from date of initial disbursement, either from earn- such 
ings of the borrower or through means, other than liquidation of the bor- made 
rower, contemplated at the time the application was approved by the Cor- “OF 
poration. docke 

“(6) All applications for loans or other financial assistance totaling $100,- 
000 or more to any borrower must be approved by the governor. In any in- 
stance where such an application is approved over the adverse recommenda- 
tion of the Review Board provided for in paragraph (8) of this subsection, 
or disapproved over the recommendation of said Board, a memorandum shall 
be placed in the loan file setting forth the governor’s reasons for such ap- 
proval or disapproval. 

“(7) Each loan made hereafter by the Corporation to any borrower pur 
suant to paragraphs (1) or (2) of subsection (a) of this section shall be 
conditioned upon the execution of an agreement between the Corporation 
and such borrower by which such borrower shall undertake that it will not, 
within two years after the date of the making of such loan, employ, tender 
any office or employment to, or refrain for profession services any person 
who on the date such loan was made or within one year prior thereto shall 
have served as a director or governor of the Corporation, or as an officer, 
attorney, agent, or employee of the Corporation occupying a position or en- 
gaging in activities which the governor shall have determined to involve the 
exercise of discretion with respect to the making of loans to borrowers pur- 
suant to paragraphs (1) or (2) of subsection (a) of this section unless— 

“(A) the governor shall have determined that such person, on the 
date such loan was made and within one year prior thereto, was em- 
ployed by the Corporation only in a branch or field office of the Corpo- 
ration which did not, and under ordinary procedures of the Corpora- 
tion would not, perform any function in connection with the negotia- 
tion, modification, supervision, or collection of such loan; or 

*“(B) such person (1) shall be employed at the request of the gover- 
nor upon his determination that such employment is advisable to safe- 
guard the interests of the Corporation, (11) will receive no compensa 
tion from the Corporation for such employment other than his regular 
salary and (L11) will receive no compensation from such borrower for 
such employment: Provided, That compensation so paid by the Corpo- 
ration shall be deemed to be nonadministrative expense of the Corpo- 
ration. mine 

As used in this paragraph, the term ‘loan’ shall include any extension of risk 
financial assistance, by loan or otherwise, pursuant to this Act. uS 

“(8) All applications for loans or other financial assistance referred to todia 
in paragraph (6) of this subsection shall be reviewed by a Board of Review powe 
consisting of five persons selected by the governor from among the senior Rese 
examiners of the Corporation. It shall be the duty of the said Board to uS 
submit to the governor a written decision or finding in each case. Each 
member of the Board shall serve without compensation other than the 
compensation received as senior examiner and shall not be removed from the law, 
said Board without cause. this 

“(9) No application for a loan or other financial assistance shall be ap Amo 
proved by the Corporation unless the basis for the determination of sub porat 
stantial public interest as reauired by section 4 (a), has been reduced to to eff 
writing and made a permanent part of the files of the Corporation. The bon 
governor shall make the determination in all cases where the application the ¢ 
total $100,000 or more to any borrower. 

“(ce) No fee or commission shall be paid by any applicant for financial assist 
ance under the provisions of this Act in connection with any such application, 
and any agreement to pay or payment of any such fee or commission shall be 
unlawful. 
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OD 


“(d) No governor, officer, attorney, agent, or employee of the Corporation in 
any manner, directly or indirectly, shall participate in the deliberation upon or 
the determination of any question affecting his personal interests, or the in- 
terests of any corporation, partnership, Or association in which he is directly 
or indirectly interested. 

“(e) The powers granted to the Corporation by this section 4+ shall terminate 
at the close of business on June 30, 1954, but the terminatédon of such powers 
shall not be construed (1) to prohibit disbursement of funds on purchases of 
securities and obligations, or loans, or on commitments or agreements to make 
such punchases or loans, made under this Act prior to the close of business on 
such date, or (2) to affect the validity or performance of any other agreeme! 
made or entered into pursuant to law. 

“(f) The Corporation shall maintain as a permanent part of its records a 
docket which during the regular business hours of the Corporation shall be kept 
available for public inspection. The following information shall be posted it 
the said docket without delay upon receipt of an application for : 

*“(1) The name of the applicant and, in the case of corporat 
the names of the officers and directors thereof. 

(2) The amount and duration of the loan for which application is made. 

“(3) The purpose for which the proceeds of the loan are to be use: 

“(4) A description of the security offered. 

“(5) The names of all persons who shall represent the applicant or who 
shall intercede for the applicant or who shall attempt to influence the Recon 
struction Finance Corporation in any mianner either for or against the ap- 
plicant in the exercise of its judgment in connection with said loan. 

Duplicate copies of this docket shall be maintained both in the Agency office in 
which the loan application is filed and in the Washington office of the Corporation. 

“(g) In order to enable the Corporation to carry out the provisions of this 
Act, the Treasury Department, the Comptroller of the Currency, the Federal 
Reserve Board, the Federal Reserve banks, the Securities and Exchange Com- 
mission, the Interstate Commerce Commission, and the Civil Aeronauties Board 
are hereby directed, under such conditions as they may prescribe, to make avail- 
able to the Corporation at its request such reports, records or other informatiou 
as they may have, relating to the condition of existing borrowers and applicants 
for loans under this Act, or relating to obligors whose obligations are offered to 
or held by the Corporation as security for loans under this Act. Every appli- 
cant for a loan under this Act shall as a condition precedent thereto, consent te 
such examination as the Corporation may require for the purposes of this Act 
and that reports of examinations by constituted authorities may be furnished 
by such authorities to the Corporation upon request therefor. 

“(h) Section 410 of the Civil Aeronautics Act of 1938, as amended, is hereby 
repealed, 

“(i) As used in this Act, the term ‘State’ includes the District of Columbia, 
Alaska, Hawaii, Puerto Rico, and the Virgin Islands. 

“Sec. 5. It shall be the general policy of the Corporation to establish interest 
rates on loans that, in the judgment of the governor, will cover the costs as deter- 
mined under section 7 (¢), administrative expenses and other expenses, and a 


i 
risk factor which, over all will provide for losses that may materialize on loans, 
“Sec. 6. The Federal Reserve banks are authorized and directed to act as cus 
todians and fiscal agents for the Corporation in the general performance of its 
powers conferred by this Act and the Corporation may reimburse such Federal 
Reserve banks for such services in such manner as may be agreed upon. 

“Sec. 7. (a) The Corporation is authorized to obtain money from the Treas- 
ury of the United States, for use in the performance of the functions, powers, 
and duties granted to or imposed upon it by this Act or any other provision of 
law, not to exceed a total of $1,300,000,000 outstanding at any one time. For 
this purpose appropriations not to exceed $1,300,000,000 are hereby authorized. 
Amounts appropriated hereunder and all income hereafter earned from the Cor- 
poration’s operations Shall become and will be administered as a revolving fund 
to effectuate the provisions of this Act. Advances shall be made to the Corpora- 
tion from the revolving fund upon the written request of the Corporation. As 
the Corporation repays the amounts obtained from the Treasury, the repayments 
Shall be made to the revolving fund. 

“(b) Within thirty days after the appropriations authorized in section 7 (a) 
have been made available, the Corporation shall retire its capital stock, shall 
redeem its outstanding notes held by the Treasury, and shall pay into miscella- 


' 
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neous receipts of the Treasury the estimated amount of its accumulated earn 
ings is of the date of settlement. Necessary adjustment arising from earnings 
redetermination shall be made within a reasonable time thereafter. The Cor 
poration’s power to issue its notes, debentures, bonds, and other obligations to 
the United States Treasury, except as provided under section 7 (a), is hereby 
rescinded. 

“(c¢) Annual paYments shall be made by the Corporation to the Treasury of 
the United States as miscellaneous receipts by reason of costs incurred by the 
Government, either directly or indirectly, through the employment of Federal 
funds by the Corporation in carrying out the provisions of this Act. These 
payments shall be computed by applying to the average monthly balance of 
funds invested in the Corporation, a percentage determined annually in advance 
by the Secretary of the Treasury. Such percentage shall not be less than the 
current average rate which the Treasury pays on its marketable obligations. 

“Sec. 8. The Corporation shall after June 380, 1950, contribute to the civil- 
service retirement and disability fund, on the basis of anuual billings as deter- 
mined by the Civil Service Commission, for the Government’s share of the 
cost of the civil-service-retirement system applicable to the Corporation’s 
employees and their beneficiaries. The Corporation shall also after June 30, 
1950, contribute to the Employees’ Compensation Fund, on the basis of annual 
billings as determined by the Federal Security Administrator for the benetit 
payments made from such fund on account of the Corporation’s employees 
The annual billings shall also include a statement of the fair portion of the cost 
of the administration of the respective funds, which shall be paid by the 
Corporation into the Treasury as miscellaneous receipts. 

“Sec. 9. The Corporation, including its franchise, capital, reserves and 
surplus, and its income shall be exempt from all taxation now or hereafter 
imposed by the United States, by any Territory, dependency, or possession 
thereof, or by any State. county, municipality, or lecal taxing authority, ex- 
cept that any real property of the Corporation shall be subject to special 
assessments for local improvements and shall be subject to State, Territorial, 
county, municipal, or local taxation to the same extent according to its value 

other real property is taxed. The exemptions provided for in the preceding 
sentence with respect to taxation (which shall, for all purposes, be deemed to 

clude sales, use, storage, and pureh se taxes) shall be construed to be appli 
cable not only with respect to the Corporation but also with respect to any 
other publie corporation which is now or which may be hereafter wholly financed 
and wholly managed by the Corporation. Such exemptions shall also be con- 
strued to be applicable to loans made, and personal property owned by the 
Corporation, or such other corporations, but such exemptions shall not be con- 
strued to be applicable in any State to any buildings which are considered by 
the laws of such State to be personal property for taxation purposes. Not- 
withstanding any other provision of law or any privilege or consent to tax 
expressly or impliedly granted thereby, the shares of preferred stock of national 
banking associations, and the shares of preferred stock, capital notes, and de- 
bentures of State banks and trust companies, acquired prior to July 1, 1947, by 
the Corporation, and the dividends or interest derived therefrom by the Cor- 
poration, shall not, so long as the Corporation shall continue to own the same, 
he subject to any taxation by the United States, by any Territory, dependency, 
or possession thereof, or the District of Columbia, or by any State, county, 
municipality, or local taxing authority, whether now, heretofore, or hereafte: 
imposed, levied, or assessed, and whether for a past, present, or future taxing 
period. 

“Sec. 10. (a) The Corporation is authorized and directed to transfer within 
thirty days after the effective date of this Act, to the Export-Import Bank of 
Washington, and the Export-Import Bank of Washington is authorized and 
directed to receive all notes, mortgages, debentures, loan agreements, or other 
forms of indebtedness, and all loan files pertaining to the loan to the Republi: 
of the Philippines and the loan to the Steep Rock Tron Mines, Ltd. The Export 
Import Bank shall reimburse the Corporation for the unpaid balances of the 
loans, plus accrued interest, as of the date of transfer. 

“(b) The Corporation is authorized and directed to transfer within thirt, 
days after the effective date of this Act, to the Secretary of the Treasury, and 
the Secretary of the Treasury is authorized and directed to receive, all notes 
loan agreements, or other forms of indebtedness, and all loan files, pertaining 
to the loan to the United Kingdom of Great Britain and Northern Treland 
The Secretary of the Treasury shall cancel notes of the Corporation in 
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amount equal to the unpaid balance of the loan, plus accrued interest, as of 
the date of transfer. 

“(e) The Corporation is authorized and directed to transfer within thirty 
days after the effective date of this Act, to the Housing and Home Finance 
Administrator, and the Housing and Home Finance Administrator is authorized 
and directed to receive, all mortgages, so classified on the Corporation’s balance 
sheet, which originated under authority of the Reconstruction Finance Cor- 
poration Mortgage Company. The Secretary of the Treasury is authorized and 
directed to cancel notes of the Corporation in an amount equal to the unpaid 
balances of the mortgages, plus accrued interest, as of the date of transfer. The 
Housing and Home Finance Administrator shall sell or otherwise liquidate the 
mortgages so transferred at no less than the unpaid balance at date of trans- 
action, plus accrued interest. All income and proceeds from liquidation, less 
reasonable costs of administration, shall be paid into the Treasury as 
miscellaneous receipts. 

“Seo. 11. Upon the termination of the powers granted to the Corporation by 
section 4 of this Act, the governor shall, except as otherwise herein specifically 
authorized, proceed to liquidate its assets and wind up its affairs. He may with 
the approval of the Secretary of the Treasury deposit with the Treasurer of 
the United States as a special fund any money belonging to the Corporation 
or from time to time received by it in the course of liquidation, for the payment 
of its outstanding obligations, which fund may be drawn upon or paid out for 
no other purpose. Any balance remaining after the liquidation of all the Cor- 
poration’s assets and after provision has been made for payment of all legal 
obligations shall be paid into the Treasury of the United States as miscellaneous 
receipts. Thereupon the Corporation shall be dissolved. 

“Sec. 12. If at the expiration of the succession of the Corporation, its governor 
shall not have completed the liquidation of its assets and the winding up of its 
affairs, the duty of completing such liquidation and winding up of its affairs 
shall be transferred to the Secretary of the Treasury, who for such purpose shall 
succeed to all the powers and duties of the governor under this Act. In such 
event he may assign to any officer or officers of the United States in the Treasury 
Department the exercise and performance, under his general supervision and 
direction, of any such powers and duties. When the Secretary of the Treasury 
shall find that such liquidation will no longer be advantageous to the United 
States and that all of the Corporation’s legal obligations have been provided 
for, he shall pay into the Treasury as miscellaneous receipts the unused balance 
of the moneys belonging to the Corporation ,and make a final report to the 
Congress. Thereupon the Corporation shall be deemed to be dissolved. 

“Sec. 13. (a) Whoever makes any statement knowing it to be false, or who- 
ever willfully overvalues any security, for the purpose of obtaining for himself 
or for any applicant any loan, or extension thereof by removal, deferment of 
action or otherwise, or the acceptance, release, or substitution of security there- 
for, or for the purpose of influencing in any way the action of the Corporation, 
or for the purpose of obtaining money, property, or anything of value, under 
this Act, shall be punished by a fine of not more than $5,000 or by imprisonment 
for not more than two years, or both. 

“(b) Whoever (1) falsely makes, forges, or counterfeits any note, debenture, 
bond, or other obligation, or coupon, in imitation of or purporting to be a note, 
debenture, bond, or other obligation, or coupon, issued by the Corporation; or 
(2) passes, utters, or publishes, or attempts to pass, utter, or putlish any false, 
forged, or counterfeited note, debenture, bond, or other obligation, or coupon, 
purporting to have been issued by the Corporation, knowing the same to be false, 
forged, or counterfeited ; or (3) falsely alters any note, debenture, bond or other 
obligation, or coupon, issued or purporting to have been issued by the Corpo- 
ration; or (4) passes, utters, or publishes, or attempts to pass, utcer, or publish, 
as true any falsely altered or spurious note, debenture, bond, or other obliga- 
tion, or coupon, issued or purporting to have been issued by the Corporation, 
knowing the same to be falsely altered or spurious, or any person who willfully 
violates any other provision of this Act, shall be punished by a fine of not more 
than $10,000, by imprisonment for not more than five years, or both. 

“(c) Whoever, being connected in any capacity with the Corporation, (1) em- 
bezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securities, 
or other things of value, whether belonging to it or pledged or otherwise entrusted 
to it; or (2) with intent to defraud the Corporation or any other body politic 
or corporate, or anv individual, or to deceive any officer, auditor, or examiner 
of the Corporation, makes any false entry in any book, report or statement of or 
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to the Corporation, or, without being duly authorized, draws any order or issues, 
puts forth or assigns any note, debenture, bond, or other obligation, or draft, bill 
of exchange, mortgage, judgment, or decree thereof ; or (3) with intent to defraud 
participates, shares, receives directly or indirectly any money, proiit, property, 
or benefit through any transaction, loan, commission, contract, or any other act 
of the Corporation; or (4) gives any unauthorized information concerning any 
future action or plan of the Corporation which might affect the value of securities, 
or having such knowledge, invests or speculates, directly or indirectly, in the 
securities or property of any Company, bank, or corporation receiving loans or 
other assistance from the Corporation, shall be punished by a fine of not more 
than $10,000 or by imprisonment for not more than five years, or both. 

“(d) No individual, association, partnership, or corporation shall use the words 
‘Reconstruction Finance Corporation’ or a combination of these three words, as 
the name or a part thereof under which he or it shall do business. Every in- 
dividual, partnership, association, or corporation violating this prohibition shall 
be guilty of a misdemeanor and shall be punished by a fine of not exceeding $1,000 
or imprisonment not exceeding one year, or both. 

“Sec. 14. The Corporation is authorized to exercise the functions, powers, 
duties, and authority transferred to the Corporation by Public Law 109, Seventy- 
ninth Congress, approved June 380, 1945, but only with respect to programs, 
projects, or commitments outstanding on June 30, 1947. 

“Sec. 15. If any provision of this Act or the application of such provision to 
any person, or circumstances shall be held invalid, the validity of the remainder 
of this Act, and the applicability of such provision to other persons or circum- 
stances, Shall not be affected thereby.” 

Sec. 2. This Act shall take effect sixty days after the date of its enactment, 
and the offices, powers, and duties of the Board of Directors of the Reconstruc 
tion Finance Corporation shall thereupon terminate. 


(The following material was ordered printed in the appendix of the 
record. It is a résumé of the circumstances in the case of the RF( 
loans to Central Iron & Steel Co. of Harrisburg, Pa. The résumé 
was prepared by the staff of the subcommittee as of October 24, 1950.) 


CENTRAL IRON & STEEL Co. 
INTRODUCTORY AND SUMMARY 


Central Iron & Steel Co. of Harrisburg, Pa., is one of a number of RFC 
borrowers who presented their applications through and were otherwise repre 
sented by the law firm of Goodwin, Rosenbaum, Meacham & Bailen. It borrowed 
a total of $3,950,000 from RFC under authorizations aggregating $6,350,000. 

The record of the negotiations surrounding these loans is replete with indi- 
cations that it may have been the borrower's policy, or that of its counsel, to gain 
advantages piecemeal. Central approached the RFC again and again, seeking 
a concession here and a concession there, and attaining a fair degree of success 
New requests were made after the detailed study underlying this presentation 
was completed. 

Soon after the Central Iron & Steel Co. had obtained RFC approval raising 
its original loan to an authorized total of 6,350,000, the firm of Goodwin, Rosen 
baum, Meacham & Bailen employed Hubert B. Steele on a salary of $15,000 per 
annum. It paid him the lump sum of $5,000 as advance salary the day he 
reported for work. 

As an examiner in the Washington office of RFC, Steele had worked on these 
loans. He had recommended approval of the borrower's first application in the 
full amount requested, $5,300,000. This application had been assigned to him 
for examination after it had first been assigned to Washington examiner G. W 
Brodie, who reviewed it and drafted a report recommending that it be declined 
It Brodie’s report had been formally submitted, this application would have been 
placed on the “automatic decline” list. Its separate consideration by the Board 
of Directors in that event would have been a freak action, and its approval would 
have been virtually, and perhaps even wholly, without precedent. 

Substitution of Steele for Brodie as Washington examiner on this case, accord 
ing to Director Harvey J. Gunderson, was made or ordered by Director William 
E. Willett. 

Again on September 16, 1949, on Steele’s further favorable recommendation 
and against the advice of the Washington review committee, an additional loan 
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of $1,650,000 was voted by the board. This brought the total authorized for 
Central Iron & Steel Co. to $6,350,000. 

Steele’s employment with the Rosenbaum firm began on October 17, 1949. 

On April 27, 1950, the RFC turned down a third application, this time for 
$350,000. Washington Examiner J. F. Williams had recommended that this 
application be approved for $300,000 but its decline had been recommended by 
the examiner, the review and advisory committees, and the manager in the 
Philadelphia agency and by the Washington review committee. Directors Dun 
ham and Willett voted favorably for a $300,000 loan but Directors Gunderson, 
Hise, and Mulligan voted against it. 

Mulligan left RFC at the end of April. On May 15, 1950, the remaining four 
Board members voted unanimously to permit a $300,000 disbursement (reduced 
later to $270,000) under the then existing loan authorizations, the funds to be 
used by Central Iron to accomplish the purposes for which the third application 
had been filed. This had much the same effect as reversal of the unfavorable 
action previously taken on the third application. 

As of October 24, 1950, when the subcommittee’s study of this case was con 
cluded, a total of $8,950,000 had been disbursed to Central Lron & Steel Co. The 
remainder of the original authorizations totaling $2,400,000 had been reduced by 
cancellations to $650,000. The balance outstanding on the loans was $3,672,246. 
Collection of two $40,000 principal repayments due under the first authorization 
had been waived at the borrower's request—their due date was extended until 
maturity of the loan. The borrower had defaulted, under the second loan author- 
ization, With respect to five monthly principal repayments of $20,000 each, a 
total of $100,000, but it had made up the default in a single payment on October 24. 

Goodwin, Rosenbaum, Meacham & Bailen made certain of its records available 
to the subcommittee. From them it appeared that the firm was compensated 
on a retainer basis for work done as counsel for the Barium Steel Corp. group 
of which Central Iron & Steel Co. is a member. The retainer was said to be 
$2,470 a month, or $29,640 per year, half of which, up to the end of 1949, was paid 
by the firm to Paul O. Buckley, who brought the work in and who had been closely 
associated with the Barium group, at one time as an officer of certain of its 
companies, 

After completion of the presentation which follows this introduction, the sub- 
committee obtained an analysis of certain attorneys fees from RFC. This 
analysis was not volunteered by RFC—it was requested after the subcommittee 
had learned of its existence through its own efforts. With respect to the fees 
of Goodwin, Rosenbaum, Meacham & Bailen, on work done for Central Tron 
& Steel, this analysis contains the following quotation attributed to the Phila- 
delphia agency of the RFC, 

“We are advised they were on retainer from Barium of $29,640. per year of 
which $11,856 was allocated to Central as part of management fees charged by 
Barium to Central. Books of Central indicate that in September 1949 Goodwin, 
Rosenbaum, Meacham & Bailen were paid $22,500 which, we are informed was 
for past services in connection with tax matters.” 

The September 1949 transactions were not among the items recorded by the 
subcommittee in its test checks of the records of Goodwin. Rosenbaum. Meacham 
& Bailen. The information regarding the $22,500 payment was not volunteered 
by the firm. 

The accompanying presentation is believed to be complete as far as the signifi- 
cant. facts are concerned. There is the hazard, however, that other facts like 
the fact of the $22,500 payment may have been passed over because they were 
considered by others to be not germane to the subcommittee’s interest. (See 
testimony regarding transactions in steel—hearings, pp. 1483-1493.) 


COUNSEL FOR THE APPLICANT 


Central Tron & Steel Co. was represented in the presentation of its loan appli- 
eations by Goodwin, Rosenbaum, Meachem & Bailen, a firm of attorneys in Wash- 
ington which has specialized in tax matters. The application was handled by 
Robert W. Dudley of that firm, a specialist in RFC loun applications. Assisting 
him was another attorney, Joseph E. Casey, his brother-in-law. Casey was asso- 
ciated with the firm in a number of arrangements, one of whieh provided that 
he would receive 20 percent of all of the firm's fees collected on matters involving 
negotiations with the RFC. 

Casey was formerly a United States Congressman from Massachusetts. Also, 
he was formerly the professional associate of C. Edward Rowe, one of the three 
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new men appointed as RFC Directors in August 1950 who took office under recess 
appointinents in October 1950. 


MR. BUCKLBY AND THE RFC 


The following is a copy of an article entitled “Mr. Buckley and the RFC.” It 
was printed in Barron’s National Business and Financial Weekly of August 14 
1950: 

“The shake-up which President Truman gave the RFC last week came after 
that agency had received some rather rough handling from Congress. Senators 
objected to the lending policies of the RFC and in particular its handling of 
Lustron. 

“There were many individuals mixed up with that ill-starred venture in pre 
fabricated home making, and among them was one Paul ©. Buckley. But the 
links between Buckley and the RFC were not restricted to Lustron and an exami 
nation of the relationship reveals some of the things which caused the furor. 

“In 1946 Buckley and three associates borrowed money from Central Iron & 
Steel, a subsidiary of Barium Steel, to purchase 37,500 shares of Barium stock 
at over $10 each. Two years later they sold the stock to Barium which took 
over their liability to Central. At the time the stock was down at about $5.37 
a share which would have caused a $200,000 loss to Buckley et al. if Barium 
had not stepped into the breach. 

‘But Barium stockholders were not so generous as the company management. 
Two share owners filed suit to force the Buckley group to repay Barium for the 
losses suffered in the deal and last week a district court in New Haven approved 
a $100,000 settlement. 

“The RFC gets into the act in this manner: In June 1949, after the stock re- 
purchase deal, RFC advanced a loan of $4.7 million to Central Iron & Steel. Then 
in August, Central bought from a leading RFC debtor, Kaiser-Frazer, the Phoenix 
Iron Works Corp. and the Phoenix Bridge Corp. for more than $2 million. Fur- 
thermore, in September the RFC boosted its loan to Central by $1,650,000. 

“Buckley’s connections with the lending agency didn’t stop there. In the 
Lustron affair he played a curious dual role. He was a director of the pre- 
fabricated company and also of two suppliers of equipment. The first of these, 
the Commercial Home Equipment Corp., provided tractors and trailers while 
the second, the Federal Machine & Welder Corp., sold Lustron $2.8 million worth 
of tools and presses. Buckley’s standing with these firms must have been pretty 
solid since Commercial lent him $150,000—-$200,000 on unsecured notes. 

“The Senate committee which looked into the RFC took a dim view of his posi 
tion as Lustron director-contractor and it is reasonable to believe that Mr 
Buckley’s case was one of the prime reasons for congressional discontent with 
the agency.” 

Joseph E. Casey, mentioned earlier in this presentation, was retained to rep- 
resent Buckley and his associates in the appearances before the subcommittee 
to which the Barron’s article refers. 


MR. BUCKLEY AND THE ROSENBAUM FIRM 


Paul O’Leary Buckley was instrumental in the employment of Goodwin, Rosen 
baum, Meacham & Bailen as legal counsel for Barium Steel Corp., the parent of 
Central Iron & Steel Co. He is or was an official in certain of the corporations 
affiliated with Barium although he is not an official of Central Iron. Formerly 
an attorney, Buckley entered into an arrangement with Goodwin, Rosenbaum, 
Meacham & Bailen, under which he was to perform certain services, and for 
this and the referral he was to receive one-half of all fees collected from Barium 
by the firm. For the entire Barium group, the firm receives a monthly retainer 
of $2,470—Buckley’s half was $1,235. 

Toward the close of 1949, Buckley’s services were not extensive, according to 
Joseph Rosenbaum, and, since it was felt that costs were running high and 
protits low, the arrangement was modified in 1950 so that Buckley’s share in the 
fees was reduced to 124% percent. 

This is not the only association between Buckley and the Rosenbaum firm, nor 
is it the only association between them which involves the use of funds derived 
directly or indirectly from RFC loans. Frank Rosenbaum, a partner in the 
firm, is a director of Link Radio Corp., which was organized by Buckley early 
in 1949. Buckley too is a director of this corporation and he is vice president 
as well. Link Radio Corp. was financed in part with the funds (about $200,000) 
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which Buckley borrowed from Commercial Home Equipment (see Barron’s article 
above). 

In February 1950, according to sworn testimony, Buckley sought to persuade 
Fruehauf Trailer Co. to employ the Rosenbaum firm for a fee of $100,000 in con 
nection with a plan for the reorganization of Lustron Corp. 


FINANCIAL ASSISTANCE WAS NOT OTHERWISE AVAILABLI 


The chairman of the board of directors of Barium Steel Corp. is Joseph A. 
Sisto. Reporting on the year 1948, Sisto told his stockholders on or after March 
18, 1949, that the corporation had spent $3,500,000 from the latter part of 1946 
for plant modernization and improvements. He said: 

“* * * These expenditures have been made entirely out of earnings. Your 
management had further plans in mind for the enlargement and improvement 
of certain of its subsidiary plants, but in view of the publicly expressed desire of 
our Government to render financial aid to companies such as yours for the fore- 
going purposes, your management may decide to avail itself of these credit facili- 
ties.” 

In his application for a loan for Central Iron, Sisto listed the Irving Trust Co., 
the Guaranty Trust Co., and the Chemical Bank & Trust Co., all of New York. 
“None of these banks,” he said to the RFC, “is interested in making or par- 
ticipating in a loan of this nature.”’ 

The subcommittee learned from the Irving Trust Co. that Sisto’s associate, 
Rudolph Eberstadt, had tentatively and informally approached one of its officers 
about a loan and had been discouraged by the banker because of Sisto’s known 
tinancial policies and practices. In the case of the Guaranty Trust, Sisto him- 
self made a tentative approach regarding the extension of credit to the parent 
company, but he was not encouraged to file an application. The records of the 
Chemical Bank do not indicate that it Was approached at all, 


$5,300,000 WAS REQUESTED FROM krk< 


The first loan application of Central Iron & Steel Co. was filed with RFC on 
March 14, 1949. It sought $5,300,000 for an 11-year term “to pay for the entire 
cost of a $5,300,000 plant-expansion program which was begun in June 1948 and 
on account of which the applicant had spent $664,511 of its own funds as of 
January 31, 1949.” The program would double the company’s existing facilities. 
The applicant asked the RFC “to reimburse it for the $664,511 and make avail- 
able the $4,635,489 desired to complete the program.” ‘The quotations are from 
the April 4, 1949, report of Examiner Paul T. Jantzen of the Philadelphia RFC 
Loan Agency. 

Jantzen estimated a loan value of $4,300,000 for the collateral offered as 
security on the $5,300,000 loan. On this basis, he said he thought “that the 
collateral offered is inadequate to secure a loan in the amount requested. The 
guaranty of the loan by Barium Steel Corp. is considered to be of little or no 
value.” Jantzen also said he thought that the parent company had taken in- 
ordinately from the treasury of Central Iron. His report on Barium said: 

“The Barium Steel Corp. is a holding and management company which has 
attained fair size in recent years. Barium, which was created by Joseph A. 
Sisto, a New York securities dealer, owns about 14 industrial concerns operating 
in the capital goods field. The applicant is the largest and most important of 
the subsidiaries, contributing about 50 percent of Barium’s consolidated 1949 
sales, and about 70 percent of Barium’s 1949 consolidated net profits. 

“Barium’s method of company acquisitions appears to be to pay the purchase 
price from the proceeds of loans from a finance company, and to then repay the 
finance company with money it “borrows” (takes) from the business so acquired. 

“In the case of Central Iron & Steel Co., Barium gave $1,453,375 cash and 
139,725 shares of ($1 par value) Barium Steel common stock for the business. 
It borrowed $945,000 from the Bankers Commercial Corp., and $500,000 from 
Republic Industries, Inc., a subsidiary, which it paid back from proceeds of 
joans from Central Iron & Steel Co. In the 2 years and 9 months ended January 
31, 1949, Barium borrowed $1,976,474 from the company and, in addition, caused 
it to pay large salaries ($100,592 in 1948) to two of Barium’s officers; charged 
the applicant a service charge of $3,000 per month as the applicant’s part of 
Barium’s New York office expense, and took commissions of $591,000 in 1948 on 
certain sales of Central Iron & Steel Co., and commissions of $173,000 in January 
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1949. These items alone are equal to about 200 percent of Barium’s cash outlay 
to acquire the business.” 

Later in his report, Jantzen disclosed that “during January 1949 the applicant 
paid a $1,590,594 dividend to Barium, which Barium used to reduce its indebted- 
ness to the applicant.” 





























MR. JOSEPH A. SISTO 


The financial difficulties of Central Iron, and the financial policies of its 
parent Barium, seemed to Jantzen to spring from the business practices of 
Sisto who, according to Jantzen’s report “represents the real ownership interest 
here and who makes all of the important decisions. * * * Mr. Sisto is a 
man of considerable personality, an amazing amount of energy, and a long and 
checkered record in business and finance. His practice of putting nothing in, 
and taking everything out, has worked to the immense detriment of the appli- 
cant and to other of Barium’s subsidiaries. With Sisto and his associate Eber- 
stadt in the picture it is difficult to imagine anything good materializing 
here.” 

In describing Sisto’s background, Jantzen’s report Says: 

‘Joseph A. Sisto is 60 years old, married, and became active here in the 
spring of 1946 when Barium Steel Corp., a holding company which Sisto domi- 
nates, acquired this business. Since the applicant is the largest and most 
important of Barium’s subsidiaries, Mr. Sisto maintains close control of its 
operations and spends a few days of almost every week at the plant. In addition 
to being the senior partner of J. A. Sisto & Co., dealers in stocks and bonds, New 
York, he is president of Sisto Financial Corp., chairman of the board of Barium 
Steel Corp., and a director of all of Barium’s subsidiary companies. On October 
1, 1980, Mr. Sisto and the other partners of J. A. Sisto & Co. were petitioned 
nto bankruptcy. The Irving Trust Co. of New York was appointed receiver, 
and on November 5, 1930, schedules filed showed liabilities of $1,455,064 and 
assets of $1,746,009. On December 3, 1930, a composition settlement of 50 percent 

as confirmed in cash and an undetermined amount for the liquidation of slow 
assets. He was expelled from membership of the New York Stock Exchange 

n December 29, 1928, for violations of its rules. His compensation from the 
applicant amounted to $50,246 in 1948." 

In bringing his report to a conclusion, Jantzen presents a number of general 
comments analyzing the situation of Central Iron & Steel. Among other things, 
he says: 

“The financial condition of the applicant is poor to the extent that financial 
assistance appears to be needed regardless of the proposed expansion. The de- 
terioration in condition from excellent to poor during a period of high earnings 
was caused by plant expenditures and Barium’s withdrawals of cash which 
were equal to about 200 percent of the company’s cash cost to Barium. The 
record shows that other companies which were sold to Barium were also ex- 
ploited, yet Barium’s “company only” statement shows it to be also in poor 
financial condition. 

“* * * Jt is doubtful that the applicant’s earnings in normal times will be 
sufficient to repay the requested loan. 

“The men which comprise the operating management of the business are much 
the same group which operated it under its previous ownership, but they are now 
subservient to the reckless Mr. Sisto, who heads the parasitic Barium Steel, and 
who has no sustained record of success in any line. 

“The conclusion reached is that the requested loan be declined because of the 
above-mentioned unfavorable factors and the inadequacy of collateral. If, how- 
ever, a loan in a lesser amount can be arranged it would seem that the pre- 
requisites would involve— 

“1. Barium’s injection of not less than $3,000,000 of new equity capital into 
the venture. 

“2. A voting trust of all of the applicant’s stock; the voting trustees to be 
satisfactory to RFC and to include neither Sisto nor Eberstadt. 


“It is clear that Barium cannot supply any equity capital except through 
the liquidation or sale of some of its other subsidiary and affiliated concerns. It 
is thought that it should do just that—consolidate its position, and place itself 
and the remaining subsidiaries in good condition.” 
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THE PHILADELPHIA AGENCY DECLINED 


In formally recommending to the RFC that the application be declined, Jant- 
zen presented three reasons. His first was that the loan would not suflicientl) 
strengthen the company’s current position and the total debt would be dispro- 
portionate to the amount of the equities. His second reason was that the col- 
lateral offered would not afford reasonable assurance that the loan would be 
repaid. His third reason was the lack of satisfying evidence that operations 
could continue with suflicient earnings to provide for the repayment of the loan. 

The Philadelphia agency manager and the Philadelphia agency review com- 
mittee were impressed with Jantzen’s findings and they concurred in his rec- 
ommendation that the application be declined. The Washington review col- 
mittee was also impressed; its recommendation to the Board of Directors (6 out 
of 5 members reporting) was: 

“Application be declined, but indicate RFC will consider a loan of $3,300,000 
interested parties to furnish sufficient funds to complete the proposed expansion 
(REC engineer’s estimated total cost $5,900,000) and give satisfactory evidence 
of availability of adequate working capital.” 


AUTOMATIC DECLINE WAS AVOIDED 


Washington Examiner G. F. Brodie prepared a report recommending unfa 
vorable action on the application. According to Brodie: 

“Disregarding present ownership and its financial practices, the applicant has 
had a good record of operations. Despite this, however, its financial condition 
has deteriorated since acquisition by Barium. Further, of its present net worth 
represented as $5,803,000, $1,745,000 is accounted for by surplus resulting from 
revaluation of capital stock by Barium at time of acquisition. If loan were 
granted, total debt would be substantially disproportionate to net worth. The 
value of the collateral offered, accepting agency’s appraisal, is not sufficient to 
reasonably assure repayment of the loan.” 

Though a copy of it remains in the RFC files, Brodie’s report was not formally 
submitted. If it had been the negative recommendation would have been unani 
mous at all levels and the application would have been placed on the “automatic 
decline” list. In that event the RFC Board of Directors would not have consid- 
ered it separately from the other automatic declines, unless the Board elected 
to take the freak action of removing it from the list. Automatic decline was 
avoided, however, when Brodie was removed from the assignment, reportedly on 
Willett’s orders, and Steele replaced him. This seems to have occurred after 
May 12, 1949, even though Brodie’s report is dated as of April 13, 1949 

Chauncey Y. Dodds is the manager of the Office of Loans in RFC. Gunderson 
told the subcommittee on August 23, 1950, that he reprimanded Dodds when he 
heard of the substitution of examiners. He told Dodds he would discharge him 
forthwith if he ever heard of another such instance, notwithstanding that thie 
switch was made either directly by Willett or upon Willett’s instruction 


OUTSTANDING BUSINESS ACUMEN 


According to Willett’s office records, Steele called him on May 17, 1949, and he 
in turn called Casey to get a number to call in Harrisburg, so that Steele could 
arrange to have someone meet him when he arrived there. Dudley called Wil 
lett on the same matter the same day—perhaps to supply the number. The office 
records indicate also that Casey came in to talk with Willett about Central Ir 
& Steel Co. on the next day, May 18, 149. On May 25, Casey phoned Willett 
4bout the application and on May 26, both Casey and Dudley phoned. 

Steele’s report on the examination was submitted on May 26, 1949. With 
respect to the management of the company, Steele said: 

“Capable and experienced. This examiner personally interviewed the prinei 
pals at the applicant’s mill and was impressed with their knowledge of curren! 
trends in the industry and production ‘know how.’ ’ 

This was Steele’s entire comment on the management of Central Iron. With 
respect to the apprehensions expressed by Examiner Jantzen, he said: 

“Agency is somewhat concerned in methods used by the parent company in fi 
nancing acquisition of certain operating subsidiaries. This examiner finds 
‘Barium’s’ practices ethical and a typical example of outstanding business 
acumen.” 
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Steele recommended that RFC make a direct 7-year loan of $5,300,000 secured 
by the physical facilities owned and to be acquired by the applicant, and secured 
also by the unconditional guaranty of Barium Steel Corp. The guaranty in turn 
was to be secured by the mortgage of facilities in Canton, Ohio. 

On May 26, 1949, by unanimous vote of all five Directors, the RFC Board ap- 
proved a direct loan of $3,300,000. 


A LOAN OF $4,700,000 WAS GRANTED 


Barium Steel Corp. contended that it could not put up the $2 million required 
under this resolution and it contended that the funds were not available from 
other sources. On June 3, 1949, therefore, again by unanimous vote of all 
five Directors, the authorization of May 26 was rescinded and a new authoriza- 
tion for $4,700,000 was voted. 

The Washington review committee prepared a memorandum on June 13, 
1949, taking notice of the Board’s action of June 3, and commenting in part: 

“The collateral offered, which includes the plant facilities of the applicant 
and those of two of Barium Steel Corp.’s other subsidiaries, is believed to be suffi- 
cient to reasonably assure repayment. However, because of the other factors 
disclosed in the agency examiner’s report dated April 4, 1949, which were sum- 
marized in our comments in the report of May 26, the committee is unable to 
change its former recommendation.” 

Willett’s office records are kept in shorthand. The subcommittee’s investi- 
gator made excerpts from them as the entries were read aloud by the secretary 
who made them. These excerpts indicate that after the phone calls of May 26, 
1949, Dudley did not contact Willett again on any matter until June 30, and 
Casey did not contact Willett again until July 13. The first time that 
either of them contacted him about Central Iron & Steel after Examiner Steele 
had rendered his report, seems to be September 9, 1949, when both called again. 

Dunham’s office records, however, contain the following entries for June 3, 
1949, the day on which the $4,700,000 loan was voted : 

“Friday, June 38, 1949: Mr. Hub Steele came in with Messrs. Eberstadt, Sisto, 
Dudley, Casey of Central Iron & Steel Co., Harrisburg, Pa. 

“At Mr. Dunham’s request, telephoned Leo Nielson [Secretary of RFC] and 
asked him to call a special meeting for 3:30 this afternoon re Central Iron & 
Steel, which he did. Mr. Dunham was present. 

“lA business associate of Mr. Dunham] came in about 12:30. He and Mr 
Dunham lunched with Messrs. Dawson, Boyle, and Willett at the Mayflower 
Hotel. 

“Mr. Turney Gratz called on Mr. Dunham with [a man identified as] director, 
CIO in Pennsylvania.” : 

Turney Gratz at the time was an RFC employee. He later became a repre- 
sentative of the Democratic National Committee. The CIO man may or may not 
have played a part in the Director’s decision to increase the loan authoriza 
tion. According to Jantzen’s first report, the employees of Central Iron “are 
almost all men and members of the United Steel Workers, CIO.” 


THE NEED AROSE FOR $1,900,000 MORE 


The second application of Central Iron & Steel Co. was filed on August 26, 
1949, before any funds had been disbursed by RFC under the first authorization 
The second application requested $1,900,000 for a 5-year period. With respect to 
its purpose, Examiner Jantzen said on September 6, 1949: 

“On August 19, 1949, the Barium Steel Corp., parent company of the borrower, 
entered into an agreement with the Phoenix Iron Works Corp. to purchase inven 
tories and fixed assets of that concern plus the fixed assets of the Phoenix 
Bridge Corp. for a total of $1,736,650 and made a down payment of $250,000 with 
the balance or $1,486,650 payable September 19, 1949. The agreement also pro- 
vides for Barium to pay $138,238 to Phoenix Bridge Corp. for the latter’s inven- 
tory; pay a pro rata share of the unexpired insurance of the two Phoenix con 
cerns; and assume unpaid taxes and other contractual obligations. Lacking 
funds to complete the transaction, Barium proposes to assign the purchase con 
tract to Central Iron & Steel Co. 

“As the request is for a loan equal to almost 100 percent of the total purchase 
price of inventories and fixed assets it would not merit our consideration except 
for the fact that we recently authorized a $4,700,000 loan to Central to provide 
for the construction of additional facilities at Central’s Harrisburg, Pa., plant. 
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The two companies whose assets the borrower proposes to pureh: ase are pres- 
ently owned by the Kaiser-Frazer Corp., Willow Run, Mich. * * 


UNFAVORABLE DEVELOPMENTS CONCERNING THE FIRST LOAN 


In reporting on the second loan application Jantzen availed himself of the op- 
portunity to discuss the development of the circumstances then surrounding the 
first loan authorized. He pointed out: 

“Several unfavorable developments make the loan appear unsatisfactory even 
before the first disbursement to reimburse the borrower for expenditures made. 

‘The first unfavorable item is collateral. A loan value of $2,000,000 on 
presently owned plant as of January 31, 1949, now appears to be extremely 
liberal as compared with the selling price of the Phoenix Lron plant. The rated 
capacity of the facilities of the Phoenix plant are only slightly less than those at 
Harrisburg, and the furnaces at Phoenixville are more modern and efficient than 
those at Harrisburg, indicating that there is little difference in the intrinsic value 
of the two plants. If one is being sold for about $1,000,000 it would seem that 
the other is overvalued at $2,000,000. 

“The second unfavorable development is the decline in the borrower’s opera- 
tions at Harrisburg. The plant there is now operating at about 50 percent of 
capacity and losing money. It is thought that it will have a difficult time regain- 
ing volume and that no need exists for additional steel-making facilities which 
would double presently owned facilities. It would appear that the expansion 
program should be scaled down to eliminate the proposed expenditures of 52,- 

146,464 for additional steel-making facilities, and that amount of our authoriza- 
tion should be rescinded regardless of what action might be taken in connection 
with the request for an additional loan.” 


PHILADELPHIA DECLINED AGAIN 


Jantzen recommended decline of the second application for the same three 
reasons which moved him to turn down the first. His general comments leading 
up to his recommendations read in part as follows: 

“Although it is considered appropriate for one company, when buying another, 
to contribute all or a very substantial part of the purchase price, our borrower 
is requesting a loan equal to 100 percent of the cost to it of the facilities and 
inventories to be acquired. As primary collateral for the additional loan of 
$1,900,000 we are offered a mortgage on the old Phoenixville mill for which the 
borrower is paying about $1,033,514 or a loan equal to 184 percent of the fixed 
assets to be acquired. As there is no surplus equity in the collateral securing 
the authorized loan, an additional loan of $1,900.000 on top of $4,700,000 would 
be like piling pie on pork. 

“Failure to fulfill the purchase agreement might mean that Kaiser-Frazer 
Corp. will have to find another purchaser for its Phoenix property. It is thought 
that that concern should have investigated Barium’s ability to pay, or to have 
agreed to take a purchase-money mortgage for all but a small percentage of 
the selling price. The reckless Mr. Sisto, of course, makes promises first and 
then looks to others to supply all of the cash.” 


EMPLOYMENT WAS OF PARAMOUNT IMPORTANCE 


The Washington office review committee, full five-man membership reporting, 
recommended without comment that the second application be declined. Exam- 
iner Steele, however, recommended that it be approved. In doing so, he said: 

“The undersigned examiner in recommending favorable consideration of this 
application is not unmindful of the applicant’s small percentage of contribution 
in the purchase of these properties, but from a credit and operational standpoint 
gives full weight to the following favorable factors: 

“(1) Immediate employment of 1,200 workers, which, in a community of 
12,000 population, is of paramount importance. Kaiser-Frazer, when they 
closed this plant, were severely criticized by the press and otherwise from 
the employment angle, and in an effort to recoup its damaged public good will 
has made an attractive offer to the applicant to continue operation of the mill. 
We are advised that other buyers would have paid more for the plant, but it 
was quite evident that a scrapping plan was contemplated. 

‘(2) The collateral offered, including that pledged under the existing authoriza- 
tion, offers this corporation a substantial margin of security. 
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“(3) Management is of proven ability. sult: 
“(4) Certain economies will be effected which will be advantageous not only tion 

to the operation of this mill but also the mill at Harrisburg. Steel plates in 

quantities have been sold in the past by Harrisburg to Phoenix for structural 

end products.” Ane 
Steele’s report of September 16, 1949, on the application for $1,900,000 closes 

with the comment “subsequent to preparation of this report applicant advised that 

loan request should be reduced to $1,650,000 as parent company will leave in the 

$250,000 down payment made on acquisition of the plant.” 


A MINORITY OF THE BOARD APPROVED $1,650,000 


At the Board meeting on September 16, 1949, three Directors were present. 
Hise and Willett voted to approve the borrower's request and Dunham voted to 
turn it down. By the favorable action of a minority of the five-man Board, the 
amount authorized for the Central Iron & Steel Co. loan was raised from 
$4,700,000 to $6,350,000. 

FOUR MONTHS SALARY IN ADVANCE 


Within a month after Board approval was given to the second loan application, 
Hubert Steele left the employ of RFC and went to work for the law firm which 
represented the borrower. His salary as an RFC examiner had been $10,500 o1 
less. His salary under the new arrangement, as shown by the accounts of Good 
win, Rosenbaum, Meacham & Bailen, was $15,000 a year, to be paid one-third each com 
by the firm, its partner, Robert Dudley, and its professional associate, Joseph mut 
Casey. Although there is no written contract, Steele advised the subcommittee tak 
that he understands his employment runs for 3 years. dete 
Final arrangement for Steele’s resignation from RFC were probably concluded P 
on the 10th of August 1949. On that date, according to Dunham’s office records 
“Mr. Hub Steele called on Mr. Dunham (personal matter). On the next day, J 
Dunham had the opportunity to discuss the matter with Willett and Merl Young met 
both of whom knew Steele intimately ; his office records contain the entry “October en] 
11, 1949—lunched with Messrs. Willett and Young—went to Mr. Young’s office of $ 
afterward.” had 
The resignation was acknowledged officially on October 11, 1949, in the lette wit 
which follows: met 
OcroBer 11, 1949. tim 
Mr. Husert B. STEELE, mel 
Washington, D. C. S 
cha 
Bet 
rec 
the 
to t 


Dear Hus: I have your letter of yesterday in which you refer to your resign 
tion effective as of close of business October 14. 

It Was with real regret that I learned of your decision to leave the Corporatio 
and in this regard, I am sure I express the sentiments of the entire Board. Th: 
Corporation can ill afford to lose your services. In view of your training, abilit) 
and experience, the Board had come to rely heavily on your advice and judgme 
in Situations involving our most complex and difficult loan applications. 

It is indeed unfortunate that the Corporation is limited in its authority to pre 
vide sufficient financial inducement to retain in its service men of your ability 

however, appreciate the circumstances which led to your decision, and y 
have my very best wishes for happiness and success in your new endeavors. 

With kind personal regards, 

Sincerely, 


HARLEY HIsSkE, Chairman 


On Friday, October 14, 1949, Steele and Dudley paid a visit to Willett, accord 
ing to his records, and in Mr. Dunham’s records there appeared this entry: 

“Mr. Hub Steele telephoned—would like an autographed photograph of M 
Dunham. Mr. Dunham promised to give him one as soon as available.” 

On the following Monday, October 17, 1949, Goodwin, Rosenbaum, Meacham & 
Bailen paid Steele $5,000, representing his first 4 months salary in advance. 

In acknowledgement of the employment and as a transmittal for the payment, 
Robert W. Dudley wrote to Steele on behalf of the firm, on October 17, 194 
as follows: 

“Dear Hus: Now that you have terminated your employment with the Reco. 
struction Finance Corporation, we want you to work with us as a financial co! 
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sultant on the following RFC applications, which are in various stages of prepara- 
tion and processing : 
{mount of 
Client applicatior 
Anemostat Corp of America, 10 East 39th St., New York 16, N. Y $450, 000 
American Fixture & Manufacturing Co., 2300 Locust St., St. Louis 3, 
Mo. 1, 500, 000 
American ‘Transformer Co., Newark, N. J. In preparation 
Callahan Zine-Lead (Livengood Placers), 350 Fifth Avenue, New 
York, N. Y. Adjustment of present loan agreements. 
Crown Jewelware, Ine., Yo Blair & Co., New York, N. Y 250, 000 
Federal Machine & Welder Co., Warren, Ohio , 000, OOO 
Great American Industries, 230 Park Ave., New York 17, N. Y 900, OOO 
The Houston Corp., 11801 West Olympic Blvd., West Los Angeles ° 
Calif. — : 300, 000 
National Union Radio, 350 Scotland Rd., Orange, N. J TO. OOO 
Titan Pump & Engineering Corp., Novi, Mich 125, 000 
Newport Steel Corp., 9th and Lowell Sts., Newport, K) 15, 000, OOO 
Universal Camera Corp., 28 West 25d St., New York 10, N. Y 350, 000 


“It is our understanding that you have not worked on any of these matters 
while employed by the RFC. 

“Attached is our check to your order in the sum of $5,000 Any additional 
compensation to be paid to you in these matters shall be in such amounts : 
mutually agree upon, and it is understood that the $5,000 paid you for 
taking these matters is to be credited against any such amounts 
determined to be owed to you. 

“With our best wishes for success in these matters, 

“Siacerely, 


Joseph I. Casey advised the subcommittee that Joseph Hl. Rosenbaum had not 
met Hubert Steele until Dudley brought him to Rosenbaum’s office to discuss 
empl4yment. He also advised the subcommittee that he understood the idea 
of Steele’s employment by the Rosenbaum firm originated with Steele after he 
had left the RFC, and after he had first offered his services to five other law firms 
without success. Casey said he learned of the proposal when he joined the 
meeting in Rosenbaum’s office where the matter was under discussion. At that 
time, according to Casey, he raised the question of the propriety of the arrange- 
ment and it was felt that formalities of approval by RFC were not necessary. 

Steele’s daughter, Virginia, is also employed by Goodwin, Rosenbaum, Mea 
cham & Bailen. She began to work for the firm in the month of March 1950 
Before that, she was employed as secretary to Merl Young in Washin 
recently in connection with his Commercial Insurance Agency \t 
the subcommittee concluded its study of this case, Virginia St 
to the law firm’s New York oltlice. 


PENNSYLVANIA SENATORS WERE ASKED TO CONTA( 


Somehow during negotiation of the second applicat 1, the business peop 
and institutions of Phoenixville, Pa., were stimulated to tl int of urgil 
RFC to grant the loan requested. The first communication of this type was 
dated August 29, 1949, only 3 days after the application was bmitted. It was: 
telegram which the Phoenixville Chamber of Commerce sent to Senator Francis 
Myers. It suggested to the Senator “that you contact Ed Willett, Reconstruction 
Corporation, to encourage prompt handling of application.” 

Similar telegrams went to Senator Edward Martin and Congressman Paul 
Dague, and at the same time the secretary of the Phoenixville Chamber of 
Commerce addressed a telegram to “Ed Willett’ directly. Will i 
William Edward Willett, and he is known to his friends as “Ed.” <A stranger 
would not normally address him this way. 

All communications of this type dated after August 29, 1949, were addressed 
to or referred to the chairman of RFC either by name or by title and no further 
appeals were addressed to Willett. 

Copies of the communications described in these paragraphs are in the corre 
spondence files at RFC and there are copies also in the files of Goodwin, Rosen 
baum, Meacham & Bailen. 


tt’ « 
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COLLATERAL FOR THE PARENT’S GUARANTY 


There is another aspect of the second loan to the Central Iron & Steel Co., 
which should be mentioned briefly in passing. One of the features of the second 
loan was its unconditional guaranty by Barium Steel, the guaranty to be 
secured by a mortgage on plant facilities in Sheffield, Ala., subject to an exist- 
ing first lien already held by RFC. For purposes of this guaranty the mortgage 
was established at $300,000. 

The existing first lien on the Sheffield plant arose from a loan of $100,000 
made by RFC in 1942 to George King Co. The plant was appraised at the 
time at $188,979. The borrower defaulted and in the rearrangement of affairs 
which followed, Barium Steel Corp. acquired George King Co., took over the 
plant, and, by succession .and refinancing, became the RFC’s debtor under the 
loan. At March 17, 1950, the unpaid balance carried on the books of the 
Birmingham RFC Agency was $47,750. 

The FBI recently received a complaint alleging unauthorized removal of 
equipment from the Sheffield plant. It relayed the complaint to the RFC which 
sent an inspector out from Birmingham to investigate. The matter com- 
plained of proved trivial, but the inspector reported the plant in poor con- 
dition—the roof was bad, the windows broken, the machinery rusting, and the 
plant was not in operation. 

From this it would appear that the Sheffield plant added little security to the 
second Central Iron & Steel loan. 


A CHANGE IN THE EAR-MARKING OF THE LOAN PROCEEDS 


In November 1949 the borrower made further modifications in its program 
of plant expansion, and on December 22, 1949, Washington examiner Williams 
and the Washington review committee recommended “that the agency, manager 
be authorized to disburse the additional sum of $650,000 out of the 54,700,000 
loan, for use in completing payment of the blooming and slabbing mill, to 
cost $2,400,000, rather than the $2,000,000 as originally estimated * * *” 
With respect to this change, the review committee said: 

“In the resolution the provision with respect to the ‘use of proceeds’ 
of the loan was rather broad. It provided that the proceeds be used solely 
to assist in financing borrower’s program for plant additions and better- 
ments to cost approximately $5,300,000; of this amount $600,000 was to be 
injected by interested parties, the balance from the loan of $4,700,000.  Ap- 
parently the borrower has changed its plans considerably and a larger portion 
of the proceeds is going to be used for pipe-fabricating facilities, and also 
some will be used for improvements on the Phoenixville plant. 

“In view of these marked changes, the agency wishes to have the matter 
considered by this office prior to further disbursements. Inasmuch as the 
borrower was permitted to use the proceeds for plant improvements at the time 
the loan was approved, the committee sees no objection to the revision sug- 
nomen: FS SU 


THE NEED AROSE FOR $1,000,000 MORE 


On January 20, 1950, Central Iron & Steel Co. submitted its third loan ap- 
plication to RFC. This time it requested $1,000,000 to be repaid in 5 years. 
Paul Jantzen again received the assignment as examiner for the Philadelphia 
Loan Agency. His report of February 6, 1950, says with respect to the pur- 
poses of the application: 

“Barium Steel Corp., parent company of the applicant and owner of a number 
of other concerns, has been subjected to rather reckless expansion. Now it has 
agreed to purchase the fixed assets of the Allied Iron Works, Inc., Chester, Pa., 
for $500,000, making a down payment of $50,000, and has promised to pay the 
balance of $450,000 on April 25, 1950. In addition to money to pay the balance 
of the purchase price, Barium will need $500,000 to recondition the facilities 
and for operating expenses, 

“In poor financial condition and lacking money or credit to complete the pur- 
chase, recondition, and operate the property, Barium proposes to transfer the pur- 
chase contract to the Central Iron & Steel Co., the applicant. 

“Central Iron & Steel Co. is in no better position to pay the cost of the Chester 
plant, or supply money to recondition and operate it than is Barium. Central 
is very heavily indebted to us and its affairs are quite unsettled. To take over 
the Chester deal it is requesting 100 percent of both the capital and working 
capital needs.” 
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Jantzen goes on in his report to review once again the background of Joseph 
Sisto and the Barium Steel Corp. and he reviews also the history of Central 
Iron & Steel Co.’s appeals to the RFC. His report reiterates his view that no 
value should be attached to the Barium Steel Co. guaranty. It also reveals that 
“the management fees paid to Barium Steel Corp. by the borrower and its 
subsidiaries are Central Iron & Steel Co., $36,000 per year; Phoenix Iron & Steel 
Co., $24,000 per year; Phoenix Bridge Co., $6,000 per year.” In recommending 
decline of this third application, Jantzen said: 

“Now our borrower is in rather serious difficulty. It has old steel mills at 
Harrisburg and Phoenixville, both of which require capital expenditures to make 
them competitive producers; it has an inadequate amount of working capital; 
past due Federal income taxes, and a heavy debt to RFC. Unlike other steel 
mills which enjoyed excellent profits in 1949 despite the steel strike, our borrower 
has been losing money on its plate business at Harrisburg * * *_ Sisto’s 
gray-market activity has harmed customer relationships and the borrower's task 
of obtaining a profitable volume of business is bound to be difficult. The bor- 
rower is also unlike other steel mills in that others have used their wartime and 
postwar profits to improve facilities and repay debt, while the borrower's con- 
dition has been worsened. 

“* * * we should promptly decline the application because the borrower 
is already overloaded with fixed assets, debts, and losing ventures. It would 
seem that if the Harrisburg and Phoenixville plants have gotten along all these 
years without a controlled source of pig iron, they can get along for a few years 
more without the Chester plant.” 


ANOTHER REVISION OF PLANS 


The history of the third loan application as it moved through the RFC in 
Washington is complicated, and there were a number of delays and requests that 
the borrower supply additional information. With respect to one such request, 
the borrower’s president became somewhat impatient. He wrote to Attorney 
Joseph Rosenbaum on February 25, 1950, addressing Mr. Rosenbaum in care of 
Rex Jacobs at the latter’s residence in Homestead, Fla. The letter read in part 
as follows: 

‘* * * JT think this is the damnedest last-minute run-around that I have 
ever seen * * * JT think you had better get to work with some of the boys 
down there, so that we will know where the hell we stand one way or another 
so that we can plan accordingly.” 

While the $1,000,000 request was pending, Central Iron asked that the existing 
loan authorizations be amended to conform in every respect with the revision 
of its program of plant expansion which had been prepared in November 1949. 
At this time the undisbursed balance on the authorizations was $2,900,000. 

Having acquired the Phoenixville facilities, the borrower concluded that there 
was no longer a necessity for the new steel-making plant at Harrisburg for which 
$2,500,000 of the first loan had been earmarked. However, it did not wish to 
give up the $2,500,000. The following schedule was proposed instead: 


Blooming and slabbing mill : Ps : $1, 400, 000 $1, 800, 000 
x furnace at Universal mill : : : 250. 000 250. 000 
Completion of No. 2 mill 200, 000 200, 000 
‘ipe fabricating department __- - ‘edtsaine ‘ , 350, 000 1, 500, 000 
ew steelmaking plant j ain | 2, 500, 000 0 
hoenix Steel and Phoenix Bridge purchase > ae : | 1,650,000 | 1 1,650,000 
Reconditioning at Phoenixville 0 | 500, 000 
Contingencies a ka Ste a he ; > 0 | 450, 000 


Total ie eon 7 oer J 3, 350, 000 6. 350. 000 


1 Disbursed. 


REVIEW COMMITTEE FELT A PORTION SHOULD BE CANCELED 


The Washington review committee took the occasion of the third loan applica- 
tion to suggest a reduction in the authorizations already made but remaining 
undisbursed. Its comments and its recommendations presented in a report dated 
March 9, 1950, were as follows: 
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“In the face of the unfavorable earnings trend that has persisted for 8 months 
through January 1950 with resultant operating losses of approximately $993,000, 
the committee has reservations that any further disbursement for expansion 
should be undertaken. However, the proposal has the approval of RFC engineer, 
who feels that the pipe facilities will substantially increase borrower's earnings 

“Since the original loan made no provision for working capital, we see no good 
reason for making that a purpose now by permitting the use of $950,000 for 
reconditioning at Phoenixville and contingencies. We feel this portion of the 
loan should be canceled. 

“Management appears to be costing this firm an excessive sum, it having de 
veloped that in addition to annual salaries of $25,000 each for two officers, Barium 
Steel is being paid fees of $66,000 a year. Barium, in our opinion, should be 
required to stand by on its fee. 

“Review committee recommends: 

“1. Approve borrower's request to use up to $1,500,000 of loan funds for a new 
pipe mill. 

“2. Cancel $950,000 of loan proceeds presently requested to be used for recon- 
ditioning at Phoenixville ($500,000) and for contingencies ($450,000). 

“3. Barium Steel to stand by on fees being paid it by borrower at the rate 
of $66,000 per anum.” 

The RFC Board agreed with the borrower. At the meeting held on March 
9, 1950, the Directors approved the revised program as submitted by the appli 
cant. It left the total amount authorized standing at $6,350,000. 

In granting its approval to the borrower's revised schedule on March 9, 1950, 
the Board accepted the review committee’s recommendation that Barium be 
required to stand by on fees being paid it by the borrower. ‘This prompted M 
Eberstadt to write to Joseph Rosenbaum on March 15, 1950, in part, as follows 

“* * * YT would now thank you to do whatever may be necessary toward 
lifting this provision, without, of course, putting us in any jeopardy as to the loan 
itself and our pleasant relations with our various friends in the agency.” 


AN AMENDED REQUEST WAS BASICALLY THE SAME 


The $1 million application filed on January 20, 1950, was later reduced to a 
request for $350,000 for a 5-year period. With respect to the reduction, the 
Philadelphia agency said: 

“When the amended request is analyzed we find that it is basically the same 
as the original one; the borrower contributes no money and RFC is asked to 
provide everything whether in the form of new funds or the release of collateral 
presently held. The agency, therefore, finds no reason to change its previous 
recommendation that the application be declined.” 

Washington Examiner Williams recommended that the third application be 
approved for $300,000, but the Washington review committee recommended “de 
cline in coneurrence with the agency’s reasons.” 


THE BOARD DECLINED THE THIRD APPLICATION 


On April 27, 1950, Willett and Dunham voted to approve a $800,000 loan a 
suggested by Examiner Williams but Gunderson, Hise, and Mulligan voted nega- 
tively and the third application was rejected. 

However, the borrower requested reconsideration, and on May 15, 1950, vot 
ing unanimously, the Board empowered the Philadelphia agency to disburs 
$300,000 to Central Tron under existing authorizations, the money to be used fo1 
the project for which the third application had been filed. The amount was ear 
marked to be paid out of $450,000 allocated on the 9th of March for contingencies 

In recommending against this action, the Washington review committee saii 
it didn’t think the contingency fund should be used to buy properties—because 0 
the borrower’s low cash position the committee felt the “* * * fund should be 
held in reserve for contingencies which will probably arise.” 

Mulligan did not take part in the vote on May 15, his resignation as a Director 
having become effective at the end of April. 

So far as the borrower’s immediate plant-expansion program was concerned 
the action taken on May 15, 1950, had the same effect as approval of the reques 
which was turned down on April 27, 1950. However, it did not entirely satisfy 
the borrower. The $300,000 disbursement which it authorized was conditioned 
on the borrower's parent supplying $250,000 in working capital. This it felt 


” 


unable to do, and on May 23 it asked RFC to ease this requirement. There was 
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also another difficulty—the Government’s General Services Administration held 
a first lien for $180,000 on the properties at Chester, Pa., and it served notice 
that it would not subordinate this lien to the mortgage required by RFC. 


THE DEADLINE FOR THE THIRD LOAN WAS AUGUST 2, 1950 


The transaction which Central Lron was attempting to finance under the third 
loan application had a deadline attached to it. The deadline was August 2, 1950, 
and if the transaction were not consummated by that date, the borrower faced 
the hazard of forfeiting its $100,000 down payment. The pressure of the dead- 
line began to be felt as August 2 approached, because neither the first lien on 
the property nor the $250,000 in working capital seemed attainable. 

On July 20, 1950, Eberstadt wrote to Kelley, the manager of the Philadelphia 
ageney. His letter reiterated Central Iron’s request for help in raising the 
money needed to close the Chester deal, and in raising it on conditions acceptable 
by both Central and Barium. Moreover, the request now was for $400,000 in- 
stead of $300,000. 

On July 21, the next day, a copy of the letter was delivered to the RFC in 
Washington by Glenn Anderson of Goodwin, Rosenbaum, Meacham & Bailen. 
Anderson is an attorney, and another RFC ex-employee. He had recently resigned 
from RFC to go to work for the Rosenbaum firm, and he had become its repre- 
sentative designated to contact the RFC about Central Iron loans. 


MERL YOUNG TELEPHONED 


Merl Young appeared in the picture at this point, but the full significance of 
his interest in the matter has not been ascertained by the subcommittee. Dun- 
ham’s office records for July 20, 1950 say: “Mr. Merl Young telephoned re 
Central Iron & Steel application. Mr. Dunham said he will talk with Frank 
Williams re this matter.” 


AUTHORIZATIONS TOTALING $1,750,000 WERE CANCELED 


On July 24, 1950, Willett called Examiner Williams to his office, introduced him 
to Eberstadt, and asked him to see if something could be worked out on 
the blast furnace deal in Chester. Eberstadt conferred with Williams and with 
Ronan, a member of the review committee. They discussed not only the blast 
furnace but also the undisbursed authorizations of $250,000 earmarked for a 
new furnace at Universal Mill and $1,500,000 earmarked for a pipe-fabricating 
department. Eberstadt asked that the authorizations for the pipe-fabricating 
department be increased to $1,750,000 by transfer of the $250,000 earmarked for 
Universal Mill. The new furnace, he said, was no longer needed 

Reconsideration of the Chester deal was scheduled for Board action on Thurs 
day, July 27, 1950. With respect to its inclusion on the docket for that day, 
Williams wrote to Kitt, a review committee member, “I have been requested by 
Mr. Willett to expedite. Must be on Thursday’s agenda. Thanks. J. F. W.” 

At the meeting on July 27, 1950 the Board rescinded its resolution on May 
15, 1950. In place of the $300,000 previously provided, it now approved the dis- 
bursement of $270,000 under existing authorizations. With this amount and 
$100,000 already paid down, the borrower could complete the purchase of the 
Chester facilities for $500,000 as agreed, but subject to the GSA $130,000 first 
mortgage. The resolution also eased the Working capital condition by granting 
Central the privilege of obtaining the working capital for the Chester operation 
from Barium Steel Corp. “as needed.” As the result of this Board action, the 
actual receipt of working capital was no longer required as a condition pre- 
cedent to the disbursement of the RFC funds. 

Examiner Williams had advised on June 1, 1950, that the injection of working 
capital be made a condition precedent to the RFC disbursement. On July 27, 
1950, he recommended that RFC rely on Barium to supply the working capital 
as needed. What persuaded him to change his mind is not known. 

While Central Iron and Barium Steel were under the pressure of the August 
2 deadline, the RFC Board ineluded in its new resolution a provision canceling 
$1,750,000 out of the loan authorizations then outstanding. This was the same 
$1,750,000 which had been discussed by Eberstadt and Williams on the 24th of 
July. 

Williams says the cancellation was his idea even though the Philadelphia 
examiner and the Washington review committee had previously made a some- 





1866 STUDY OF RECONSTRUCTION FINANCE CORPORATION 


what similar recommendation. His report underlying the Board resolution of 
July 27 suggests that RFC can take another look in the matter later and restore 
the authorization if it is then found desirable. The review committee agreed 
with Williams on the cancellation but not on his other recommendations 0 
July 27. 

Neither the Board nor its members take credit for the idea of cutting the 
Central loan back by $1,750,000. In fact they record no reason for finally goin: 
along with the idea. 

Central Tron was completely taken by surprise when it learned that the cut 
back had been made, and it said so in a letter which Eberstadt wrote to RF‘ 
on August 8, 1950. “This action” he said, “unfortunately is directly contrar 
to the request I made at my meeting with Mr. Frank T. Ronan and Mr. J. F 
Williams on July 24, 1950.” 


BARIUM WAS UNABLE TO COMPLY WITH ITS AGREEMENT 


The subcommittee’s investigator discussed the more recent developments on 
these loans with Williams on October 23, 1950, and, as it happened, Glenn Ander 
son called on Williams at the same time. He participated in the discussion. It 
was found that Central Iron had succeeded to ownership of the Allied Iron 
Works plant at Chester, Pa., as planned, but that it had so far been unable to 
operate the plant because Barium had not found it possible to supply the working 
capital as required, notwithstanding the provision in the RFC loan resolutio 
which constituted an agreement that this would he done. 

According to Glenn Anderson, instead of putting its cash into the Chester 
plant, Barium was using it to buy pig iron from French sources, and to meet 
the working capital requirements of its subsidiaries other than Central Iron 
& Steel. 

It would seem that the borrower has not been rigidly precise in meeting thy 
requirements of the resolution of July 27, nor has RFC been rigidly precise in 
administering them. 

There seems to have been another, earlier, instance in which Central Tron 
deviated from the provisons of its RFC loan agreements and in which RFC 
was lax in enforcing their requirements. This instance was reported to the 
Board on March 9, 1950, when the third application was pending, but apparently 
nothing was done about it. Examiner Williams had said on that date: 

“Washington examiner wishes to point out that under resolution of September 
16 borrower must remit within 90 days $300,000 of proceeds from sale of excess 


inventory and scrap metal. Borrower has already sold over $800,000 of these 


items and has apparently used substantially all of the proceeds of which in 
excess of $600,000 was expended in improving Phoenixville properties, therefore 
if we retain $300,000 of loan proceeds which would seem proper under the circum 
stances, there will only be $200,000 available for working capital, even if bor 
rower is reimbursed to extent of $500,000 for expenditure for Phoenixville 
properties.” 

RFC'S EARLIER EXPERIENCE WITH BARIUM 


RFC’s dealings with Central Iron & Steel Co. and its dealings with Bariun 
Steel Corp. have been difficult. They have been characterized by the borrower's 
repeated attempts to gain new advantages, usually with some success. 

The record indicates that Director Willett has been closely associated with 


the matter throughout. He has been the principal point of contact in RFC for 


the borrower's attorneys, Dudley and Casey, and he has been primarily responsi 
ble for the success of the borrower's appeals to RFC. 

In a subordinate capacity in RFC Willett had previously had experience wit! 
Barium on the oceasion of its four unsuccessful attempts to obtain RFC financin: 
for another affiliate, the Jacobs Aircraft Enzine Co. of Pottstown, Pa. Thess 
four applications were all turned down, mainly because of reasons similar to 
those advanced by Examiner Jantzen when he reported on the applications of 
Central Iron. E. B. Howard is now the Chief of the Business Loan Branch, i1 
the RFC Office of Loans. In connection with one of the Jacobs applications hi 
wrote the following memorandum on April 23, 1947: 


“MEMORANDUM TO MR. WILLETT RE JACOBS AIRCRAFT ENGINE Co., PoTrstown, PA 


“T think the loan would be adequately secured and no doubt would be repaid 
However, I question whether the loan should be made due to the fact that any 
benefits arising from this loan would result in helping the position of tly 
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Karium interests, which as you know are the real owners and the same group 
which wrecked the company by withdrawing approximately $2,600,000 out of 
the business, investing it in other companies very unwisely. 

“Tf this loan is made, the company will find themselves in the same financial 
difficulties which they are now facing. In my opinion, this company under its 
present very weak management cannot earn enough money to work out from 
under its present heavy debt structure.” 


CONCLUSION 


The perseverence of the Philadelphia Agency personnel in the case of loans 
to Central Iron & Steel Co. is commendable, and at least as much should be said 
for the members of the Washington review committee, who not only stood their 
ground but worked in daily contact with the Board of Directors while they were 
doing so. 

It is difficult to believe that the position to which the Board of Directors was 
committed with respect to this borrower can be ascribed merely to the poor 
business judgment of the individual Board members. 


(The following material was ordered printed in the appendix of 
the record :) 


{For immediate release, May 28, 1951 


The Subcommittee on Reconstruction Finance Corporation (Senate Committee 
on Banking and Currency) today made public the report of the subcommittee’s 
staff director concerning the review of a group of letters drawn from the files of 
the RFC at the request of the President of the United States. Publication of 
the report Was unanimously approved by the subcommittee which also voted 
unanimously not to make the letters public. 

In publishing the staff director's report, the subcommittee emphasized the 
fact that the letters, when taken by themselves would be misleading rather than 
informative. They have meaning only when considered together with all of the 
other elements involved in the negotiation of a loan. 

The subcommittee pointed out that there undoubtedly have been instances in 
which the RFC was placed under pressures of varying degree by Members of the 
Congress who were anxious that particular loans be made, but the existence 
of improprieties, if any, cannot be ascertained from the communications alone. 

The subcommittee has made a practice of publishing communications of Mem 
bers of Congress and others wherever they seem germane to its case studies. 
There have been several such instances both in the hearings held during 1950 
and in these held during 1951. 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOM MITTEE ON RECONSTRUCTION FINANCE CORPORATION, 
Washington, D. C., May 24, 1951. 
Hon. J. W. FuLsprieuy, 
Chairman, Subcommittee on Reconstruction Finance Corporation, 
Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


DreaR Str: On April 17, 1951, you asked me to make a study of certain letters 
taken from the files of RFC and to report to you on their contents. You asked 
also for my recommendations concerning the problem, if any, which these letters 
present, 

Later on the same day, I received from the RFC a parcel said to contain photo- 
static copies of 647 commuications from Members of Congress to the RFC, and 
196 communications from others referred to the RFC by Members of Congress, 
a total of 843 communications. This is my report on the study of this material. 

These communications were drawn from the files and assembled by the RFC 
within a week after the subcommittee issued its report entitled “Favoritism and 
Influence.” It was explained later that the President of the United States had 
requested they be assembled for his examination and review in connection with 
his plan for reorganization of the RFC. According to a White House press state- 
ment, the President saw no useful purpose in making the communications public 
since he knew of no evidence of illegal influence on the RFC by any member of 
the executive branch or the legislative branch of the Government 

The communications were discussed in the subcommittee’s public hearings held 
on February 23, 1951, and on other occasions after that date, and there has been 
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considerable speculation about them in the public press, both in news stories and 
in editorial comments. 

Judging from the editorials and from the letters which people have written 
to the subcommittee, an impression of the contents and meaning of the communi- 
cations has grown from this discussion and speculation. According to this 
impression, a review of the communications might show that RFC had frequently 
been placed under pressure by individual Senators and individual Members of 
Congress who wanted particular loans to be made. It has been a part of this 
impression that the legislators knowingly sought to obtain favorable action by 
the RFC on applications which normally would have been denied had the RFC 
been free to exercise its independent business judgment. This would be improper. 
To some extent, it has been a part of this impression also that a review of the 
letters might disclose instances in which the legislators sought to assure the 
success of the loan applications, including some of doubtful merit, because of 
narrow personal interest, direct or indirect, in the suecess of the applicants’ 
ventures. This might be more than improper. 

The principal conclusion to be drawn from a study of the communications is 
that in general they do not support the popular impression. When considered 
by themselves, from the standpoint of the popular impression, the communica- 
tions, for the most part, are virtually meaningless. 


THE LETTERS BY THEMSELVES ARE INCONCLUSIVE 


Fhe communications do not show that the RFC was subjected to pressures 
which it could not have resisted in a straightforward manner with propriety and 
without great difficulty. Senate Report No. 974, issued 3 years ago, contained a 
statement of the principle of independence from which such resistance should 
arise. The statement was repeated many times during the hearings of the 
subcommittee, but it is worth repeating again, in this connection : 

“It is the opinion of this committee that, in those fields in which RFC has the 
responsibility for its actions, it should be allowed to exercise its discretion free 
from interference by other governmental agencies and departments and, for that 
matter, free from all influence whether from officials in the Government or from 
Members of Congress. Only under those circumstances can RFC be expected to 
do its job properly and with full accountability. Attempts to influence the 
business judgments of RFC by the use of political influence, even though well 
intended, are a constant menace to sound administration. While the general 
policies of the REC, like those of other Government agencies, should be reviewed 
and coordinated by the President, this general review should not extend to 
particular loans. The business decisions of RFC should be the independent 
judgments of its Board of Directors.” 

The communications assembled at the President’s request do not show that 
the RFC was asked by any legislator to set aside its own judgment and to accept 
instead the legislator’s judgment concerning approval or denial of a loan applica 
tion. They do not show any instance in which a legislator requested favorable 
action on a loan application because of an identifiable personal interest other 
than the normal personal interest which any legislator has in the community 
that he represents or in the business success of an enterprise owned by his 
constituents. 

What any particular letter may have implied to the RFC, or to any offici 
in the agency, when it was received, cannot be ascertained from a reading of 
the letter alone. The implications given or the inferences drawn would depend 
upon mInany things, among them the nature of the relationships between the write! 
and the loan applicant, the nature of the relationships between the writer am 
the recipient of the letter, the tenor and content of related communications, 
if any, the characteristics of the loan application when considered with ref 
erence to the standards established by law and by accepted RFC practice, and 
other factors as well. 


RECOMMENDATION THAT THE LETTERS NOT BE MADE PUBLIC 
The review of these communications confirms the fundamental soundness of 
the detailed case-study approach employed by the subcommittee during its 
recent special study. There is nothing in them which would support a recom 
mendation for departure from this approach, 
Taken by themselves, the individual communications will tend to be mislead 
ing rather than informative, and, accordingly, it is recommended that they not 
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be discussed publicly other than as an integral part of completed case studies of 
individual loans. Some of them have already been made public in this way. 


SCOPE OF THE COMMUNICATIONS STUDIED 


According to the RFC a total of 8483 communications were withdrawn from 
the files at the President's request. This material was divided into three sepa- 
rate portions, one consisting of correspondence with Senators, 
of correspondence with Members of the House of Representatives 
sisting of miscellaneous material. 
divided as follows: 

1. A variety of papers relating to seven loans which had 
considerable detail in the subcommittee’s public hearings. 
examiners’ reports and similar documents as well as 
from the RFC. There were no significant 
covered by the subcommittee’s study. 

2. A variety of papers relating to two loans which had not been discussed in 
the subcommittee’s public hearings. 


ohe consisting 
, and one con- 
The miscellaneous material was further sub- 


been discussed in 

These papers included 
communications to and 
items which had not already been 


3. One letter signed by 22 Members of Congress from California who were, to 
use their own words, “aroused to plead that the Reconstruction 


Finance Cor 
poration act immediately to solve a crisis facing the F 


ontana Steel plant.” 

4. One letter each from the governors of two States, written on behalf of 
applicants for RFC loans. One governor said, “I respectfully request that 
every consideration be given to this application,” and the other said, “I am 
hopeful that something can be worked out whereby the plant could be reestab 
lished on a sound financial basis.” 7 

+. One letter and one telegram from an international labor union expressing 
apprehension that an RFC loan, if made, might be used to finance the manage 
ment’s side of a labor dispute. 

6. Copies of correspondence and RFC file memoranda concerning the public 
accountants, Price Waterhouse & Co., and the firm's representative assigned to 
the subcommittee to act as staff director. These 
requests for favorable action on loan applications. 

The material contains 257 letters written to the RFC by Members of the 
Senate (in some cases by their administrative assistants or by committee stati 
members), 21 letters written to Senators by the RFC, and 10 REC file memoranda 
concerning discussion with Senators, a total of 288 items. Sixty-seven Senators 
were included in this group; all but three are Members of the present Senate. 
The oldest letter was dated in 1935, a few were written in 1938S and in the early 
1940's, and by far the majority were written during 1948, 1949, and 1950. 

There were 310 letters written to the RFC by Members of the House of Repre 
sentatives, 5 letters written to Congressmen by the RFC, and 6 RFC file memo 
randa concerning discussions with Congressmen, a total of 321 items. One 
hundred and fifty-four Congressmen were included in this group; all but four are 
Members of the present Congress. The oldest letter in this group was dated 
in 1934, a few were dated in 1988 and in the early 1940's, and by far the majority 
were written in 1948, 1949, and 1950. 

Included in the miscellaneous material (described above) were two folders 
on loans which have not been discussed in the subcommittee’s public hearings. 
One of these contained copies of examiner’s reports but 


were not associated with 


no correspondence. 
The other was a voluminous file of correspondence relative to the loan applica- 
tions of Lone Star Steel Co. of Texas. 

In the Lone Star Steel Co. folder there were copies of 46 letters and telegrams 
from businessmen and others addressed to the White House and referred to 
the RFC; for the most part these urged that the loans be made. Most of these 
letters and telegrams were written at about the same time but they do not 
indicate how they were inspired. There were also copies of 25 similar letters 
and telegrams addressed directly to the RFC by business people, Government 
officials at various levels, chambers of commerce, and other persons and insti- 
tutions. Also there were 65 letters and telegrams addressed to the RFC by 
Senators and Members of the House of Representatives of the United States. 
For the most part these congressional communications expressed the hope that 
favorable action could and would be taken on the loan applications of Lone 
Star Steel Co. Many of the writers said it was their view that development 
of steel-producing capacity in Texas would serve the public interest both from 
a national and a regional standpoint. The Lone Star Steel Co. loan applications 
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are a special case because of the large amounts involved and for other reasons 
This case was reviewed in a cursory manner during the subcommittee’s recent 
special study, but it was not analyzed in detail, and it was not discussed i: 
hearings, public or executive. 

The material drawn from the RFC files at the President’s request does not 
purport to be a complete accumulation of all correspondence of the type included, 
for any given period of time, for any given loan application, or for any give! 
individual. It does not purport to cover any class of loans. Neither does it 
purport to be a typical cross section of correspondence from legislators and 
others. 

The material was assembled in the RFC rather hurriedly. It was subjected 
to screening according to specifications which were not reduced to writing and 
are therefore not of record, and it was screened by employees who had no special! 
training or background for a scientific study of data of this sort. There is nm 
testimony or information available to the subcommittee from which it could lx 
ascertained exactly how the selection of letters and other documents was made 
or exactly what it was sought to establish or to ascertain by making it. 

or the most part the communications from legislators were letters referring 
to individual loan applications. However, there were also letters of introdu 
tion written on behalf of prospective RFC employees, letters congratulating 
the RFC or its Board members for the stand they had taken on certain contro 
versial loans including loans criticized in the subcommittee’s special study, 
letters regarding the business of congressional committees concerned with the 
RFC, thank-you letters and others not concerned with particular loans. In the 
case of one member of the sybcommittee, the only letter included in the accumula 
tion was one which he had written some years ago, before entering the Con 
gress—it was not concerned with an application for a loan. 

The letters from the legislators were addressed in a variety of ways. Some 
were addressed simply to the RF€, some to the Board of Directors, some to the 
chairman by title only, some to the chairman or other directors by name, some 
to the secretary, the general counsel, or other officers of the RFC, some to the 
manager and assistant manager of the office of loans, the chief of the Small 
Business Division, and other division heads, and some to individual loan exam 
iners, and members of review committees. Most were addressed with formality, 
some were quite informal. 


LEADS FOR NEW CASE STUDIES 


The RFC loans which have been studied by the subcommittee during the past 
14 months were selected for study in a variety of ways. In the beginning, the 
staff made a cursory review of the entire document and correspondence files on 
a relatively large number of loans taken on a random basis. The loans singled 
out for more detailed analysis were selected because they seemed to illustrate 
the RFC’s approach to one or more of the fundamental principles involved in 
Government lending. There was a tendency, of course, to select the larger 
loans simply because they involved more public money and therefore made more 
emphatic illustrations. Loans which had already attracted public notice were 
taken into the study as a matter of course, and as the work progressed, some 
loans were taken in because it was recommended to the subcommittee that they 
be studied, and others were taken in because they seemed to repeat patterns of 
lending practice which had attracted the subcommittee’s interest. 

A review of congressional correspondence could have been the starting point 
in a random search for leads to pursue. It was not taken as a starting point 
because it did not seem to possess any special merit. The subcommittee’s origina! 
review of document and correspondence files did not indicate that any important 
knowledge of REFC’s operations could be gained by pursuing that particular 
avenue. 

However, now that a partial review has been made, the subcommittee should 
be given the opportunity to undertake additional case studies selected on this 
basis, or to inquire further into the need for them, and accordingly, there are 
presented along with this report, a few excerpts showing the nature of the 


correspondence which has passed between the RFC and the Members of the 


House and Senate. 

None of these excerpts can be said to be typical. Some legislators approach 
the RFC with obvious concern over the delicate nature of a transaction involving 
public money. They are exceedingly careful to ask no favor. Others are obvi 
ously more impressed by the delicacy of the relationships between legislator 





and ¢ 
copy ¢ 
to fee 
To 
identi 
prepa 
with ) 
Wit 
eceur 
had b 
tend | 
part ¢ 
The 
As ret 
accor 
this r 
them 


Res 


mitte 
or YO 
the le 
by M 
the pi 

Wi 
make 
make 
probl 
furth 
appre 

The 
until 
denti 
by ac 
mitte 

Yo 
feel t 
on al 
copie 


(Spe 


Mr 
tion | 
little 
exec 
agen 
recor 

be 


deali 


STUDY OF RECONSTRUCTION FINANCE CORPORATION 187] 


and constituent. These generally ask RFC to respond in duplicate so that a 
copy of the response can be supplied to the constituent. Some legislators seem 
to feel relatively little concern over delicacy as such. 

‘To judge these excerpts accurately it would probably be necessary that the 
identity of the writers be known. However, identity has been concealed in the 
preparation of this report and in the presentation of the excerpts, in accordance 
with your instructions. 

With very few exceptions, the communications provided by the RFC did not 
occur in series, nor did they seem from their tone and content to be letters which 
had been lifted from series. Though not conclusive, this circumstance would 
tend to indicate that there was no close follow-up of loan negotiations on the 
part of the writers. 

The communications on which this report is based are still in my possession. 
As required by your instructions (copy appended to this report), they have been 
accorded confidential treatment. I have not discussed the individual letters, or 
this report, with the persons who wrote the letters, with the persons who selected 
them from the RFC files, with the members of the subcommittee or with you. 

Respectfully submitted. 

THEODORE HERZ, 
Director of Staff for the Subcommittee. 


INSTRUCTIONS GOVERNING THE STUDY 


APRIL 17, 1951. 
Mr. THEODORE HeERz, 
Staff Director, Subcommittee on Reconstruction Finance Corporation, 
Senate Office Building, Washington, D. C. 

Dean Mr. Herz: It was decided by the Senate Banking and Currency Com- 
mittee today that the RFC Subcommittee should undertake a study of the 800 
or 900 letters which the RFC is holding awaiting our instructions. These are 
the letters about individual loan applications which were written to the RFC 
by Members of the Senate and the House of Representatives, during, I think, 
the past 10 years. 

Will you please arrange to have the letters delivered to you, and will you then 
make a preliminary survey of them so that you may report on their contents and 
make recommendations to the subcommittee for an intelligent study of the 
problem, if any, which they present? The subcommittee will decide on the 
further disposal of the letters after it has reviewed your suggestions and 
approved them or some modilication of them. 

The committee has decided that while the letters are in your possession, and 
until the subcommittee acts on your report, the letters are to be accorded conti- 
dential treatment. They are not to be made available to anybody other than 
by action of the subcommittee. You are free, of course, to employ the subcom- 
mittee’s staff facilities in working out your study and report. 

Your report may include copies of the letters or excerpts from them if you 
feel that this is necessary or desirable, but, in order that the work may be kept 
on an impersonal basis, the writers’ identification should be removed from any 
copies or excerpts used. 

Sincerely, 
J. W. FULBRIGHT, Chairman. 


THE MorAL DETERIORATION OF AMERICAN DEMOCRACY 


(Speech of Hon. J. William Fulbright, of Arkansas, in the Senate of the United 
States, Tuesday, March 27, 1951) 


Mr. President, when the subcommittee on the Reconstruction Finance Corpora- 
tion undertook its study, more than a year ago, I anticipated the development of 
little more than the usual issues which grow out of an investigation of the 
executive branch of the Government. I expected just another case study of an 
agency, with a finding of facts to be made and an orthodox legislative remedy 
recommended. 

before we had proceeded very far, however, it became evident that we were 
dealing not simply with a legal or legislative problem, but with a moral problem. 
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The first case to which my attention was called was one involving the employ- 
ment, by a borrower, of an RFC employee who had recommended the granting 
of the loan. The Board of Directors of the RFC thought this practice quite 
proper. I thought it improper. So from the beginning we were confronted with 
a difference in ethical standards. It presents a very difficult problem. It is 
difficult because the evils to be dealt with are so seldom amenable to the 
processes of law. When confronted with an evil, we Americans are prone to say 
“There ought to be a law.” But the law does not and+*cannot apply elfectivel) 
ever wide fields of men’s activities. It cannot reach those evils which are subtk 
and impalpable. Generally speaking, it reaches only the overt and the blatant 
acts of the wicked. 


EVIL BEYOND THE LAW 


Much of the evil of the world is beyond the reach of the law. The law can 
not prevent gossip. It cannot prevent men from bearing false witness agains! 
their neighbors. It cannot restrain men from avarice and gluttony. It canno 
restrain a man from betraying his friends. In short, it cannot prevent much ot 
the evil to which men are, unfortunately, too prone. The law being inadequat: 
men long ago supplemented the law courts with courts of equity, where the spirit 
of the law, rather than its letter, is paramount. Underlying the law are the 
codes of ethics promulgated by the great religions and recognized by all civilized 
men as being essential to a humane and enlightened existence. 

As our study of the RFC progressed, we were confronted more and more with 
problems of ethical conduct. What should be done about men who do not directly 
and blatantly sell the favors of their offices for money and so place themselves 
within the penalties of the law? How do we deal with those who, under the 
guise of friendship, accept favors which offend the spirit of the law but do not 
violate its letter? 

What of the men outside Government who suborn those inside il? They ar 
careful to see that they do not do anything that can be construed as illega 
They operate through lawyers—men who are known as clever lawyers; a cleve! 
ness which is like the instinct of the rat that knows how to get the bait without 
getting caught. Many businessmen, ostensibly reputable businessmen, employ 
these knavish lawyers to circumvent the law and enrich themselves at Govern 
ment expense. Too often the law cannot touch them. 


WHO IS AT FAULT? 


Who is more at fault, the bribed or the bribers? The bribed have been falss 
to their oaths and betrayers of their trust. But they are often relatively simple 
men—men of small fortune or no fortune at all—and they weaken before the 
temptations held out to them by the unscrupulous. 

Who are the bribers? They are often men who walk the earth lordly and 
secure; members of good families; respected figures in their communities: 
graduates of universities. They are, in short, of the privileged minority, and 
I submit that it is not unreasonable to ask of them that high standard of 
conduct which their training ought to have engendered. Is it too much to ask 
of them that they do not use a Government lending agency as a dumping ground 
for their own mistakes in judgment? Is it too much to ask of them, the favored 
few of our country, that they behave with simple honesty; with that honesty 
which looks, not to the letter of the law, but to its spirit? 

Mr. Presiden, the essence of what we have been studying in our committee is 
but a reflection of what may be seen in many other phases of our nationa 
life. The Government and its activities are, in a very real sense, a mirro! 
of our national life. The inquiry into the RFC has revealed conditions which 
unfortunately may be found in other activities of our people. 


CYNICISM IN COLLEGES 


Let us consider what has developed in our colleges where the characters 
of our young men and women are being molded. Our colleges, under extreme 
pressure from the alumni, have become so intent upon winning football and 
basketball games that they use any means to gain their ends. They hirt 
players who are not bona fide students and thus make a mockery, a faree, of the 
whole concept of amateur sport for the health and entertainment of our young 
men. They corrupt not only the hired players, but also the entire student bod) 
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who learn from their elders the cynical, immoral doctrine that one must win 
at all costs. 

A byproduct of this doctrine, this necessity for big money, led naturally 
to betting and to the shocking episode of the widespread bribery of basket- 
ball players in New York. I find it difficult to blame the players. They are but 
following a logical sequence of influences, beginning with the corruption of the 
sport at its source by pressure from the alumni. 

This question of the moral strength of our people is not just an internal 
domestic matter. It has grave implications in our international] relations. 
Without confidence in their Government, the people will not make the sacrifices 
necessary to oppose Russia successfully. Professor Toynbee, in his well-known 
historical study, demonstrated clearly how the vast majority of great civiliza- 
tions have been destroyed, not as a result of external aggression, but as a 
consequence of domestic corruption. A democracy can recover quickly from 
physical or economic disaster, but when its moral convictions weaken it becomes 
easy prey for the demagogue and the charlatan. Tyranny and oppression then 
become the order of the day 


A TOTALITARIAN CONCEPT 


I wonder whether in recent vears we have unwittingly come to accept the 
totalitarian concept that the end justifies the means, a concept which is funda- 
mentally and completely antagonistic to a true domestic society. Democracy is, 
I believe, more likely to be destroyed by the perversion of, or abandonment of, 
its true moral principals than by armed attack from Russia. The evil and in 
sidious materialism of the Communists is a greater danger to us than their guns. 

One of the most disturbing aspects of this problem of moral conduct is the 
revelation that among so many influential people, morality has become identi- 
cal with legality. We are certainly in a tragic plight if the accepted standard 
by which we measure the integrity of a man in public life is that he keep 
within the letter of the law. 

Mr. President, the growing size and complexity of our Government, as much 
as we may deplore it, only emphasizes the need for a clarification, a restate- 
ment of the moral standards of governmental conduct. When our Government 
was small, when it took only 10 percent of our earnings in taxes, we could afford 


a certain amount of official boodling. Today, it has become too important. We 
simply can no longer afford moral obtruseness in.our public officials. 


CONDONING CORRUPTION 


Scandals in our Government are not new phenomena in our history. What 
seems to be new about these scandals is the moral blindness or callousness which 
allow those in responsible positions to accept the practices which the facts re- 
veal. It is bad enough for us to have corruption in our midst, but it is worse 
if it is to be condoned and accepted as inevitable. 

Mr. President, is there anything we can do here in Washington to help our 
country reaffirm or restablish a higher concept of publie conduct? 

Some weeks ago, I suggested, informally, that it would be beneficial to have 
a commission of eminent citizens designated by the Congress, to consider the 
problem of ethical standards of conduct in publie afairs. I renew that sugges- 
tion now, and I have a resolution which will be ready for preseutation to the 
Senate tomorrow. 

Such a commission should be composed of private citizens of outstanding 
achievement and character, whose integrity is beyond question. As exam- 
ples of the type of men who should serve, I suggest the following: Former Justice 
Owen Roberts, of Pennsylvania; former Senator La Follette, of Wisconsin; Judge 
Learned Hand, of New York; Mr. Walter Reuther, of Detroit; Mr. Paul Hoffman, 
of the Ford Foundation; Dr. Reinhold Niebuhr, of Union Theological Seminary ; 
Dr. Theodore Greene, of Yale; Dr. Hutchins, of Chicago: President Clinchy, 
of the Conference of Christians and Jews; Father Parsons, of Catholie Uni- 
versity. Such a list could be extended indefinitely, but I think I have ade- 
quately indicated the type of person I have in mind. 

Such a commission, as I conceive of it, would be a catalytic agent, stimulated 
by publie indignation, to draw forth meaning from the mass of data revealed 
by the several current investigations. The commission would evaluate the con- 
ditions which have been exposed, and drawing upon its combined wisdom 
would restate again, or formulate anew principles which, it is to be hoped, would 
strengthen the faith of all decent men in our democratic society. 
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PEOPLE OF LITTLE FAITH 


Too many people in our Nation do not believe anything with conviction. They 
question the prospects of God or of man indiscriminately. The values of life 
which were ¢lear to the Pilgrims and the founding fathers have become dim and 
fuzzy in outline. lIalse propaganda and the “big lie’ of demagogs have created 
doubt in the minds of men. Professional political hucksters, imported from 
afar, without local responsibility or restraint, corrupt our free elections and 
poison democracy at its source. The principal objective of the study I suggest 
is the restoration of the faith of our people in the validity of the traditional 
precepts of our democratic society. It is not a job for politicians; it is not a job 
for the inexperienced; it is a job for the wisest of our citizens under a mandate 
from the Nation. 

Mr. President, in making this suggestion, I am quite prepared to be dubbed 
naive. It will not be the first time. As I look back upon our history or upon my) 
own experience, nearly every progressive or fruitful move, especially if it was 
novel, has been considered naive. To expect, or even hope, for an improve 
ment in the moral climate of Washington is, in the eyes of the boys who 
know, I am sure, thoroughly utopian. 

I confess that I do not know what should be done. If I knew, I would not 
call upon the wisest men of our country. I would suggest it myself. But, Mr. 
President, I am unwilling to accept the view that nothing can be done, that the 
moral deterioration, which is so evident to all, must continue, to its logical con 
clusion, which is the destruction of our free democratic system. Mr. President, 
I think something can be done. This may not be the right thing, but, if any 
one has a better suggestion, let him step forward. 

I submit, Mr. President, that further investigations, as instructive as the 
may be, are not nearly as important as an understanding of what has already 
been exposed and action, to remedy the situation. 


x 








